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IMPROVING FARM EFFICIENCY THROUGH 
CO-OPERATIVE PURCHASING’ 


JOSEPH G. KNAPP? 


HE co-operative purchasing of farm supplies is a move- 

ment that has developed with the increasing commerciali- 

zation of agriculture. Under conditions of commercialized 
agriculture farming has become more of a manufacturing business. 
Crops are produced for distant markets, and basic supplies needed 
in the process of production must be purchased if they cannot be 
produced economically at home. In order to increase the net in- 
come of the farming enterprise farmers have found it advanta- 
geous to specialize on the actual production of their crops, dele- 
gating the task of purchasing supplies and marketing their crops 
to co-operative or commercial agencies. 

The increasing use of commercial fertilizer affords a striking 
illustration of this change to commercialized agriculture. Prior to 
1850 there was practically no fertilizer applied in the United 
States. By 1899 its utilization amounted to approximately 
$53,000,000, and by 1929 it had increased to approximately 

? For more detailed information on this general subject see Joseph G. Knapp and 
John H. Lister, The Cooperative Purchasing of Farm Supplies (Bull. 1, Cooperative 
Division, Farm Credit Administration). 

2 Principal Agricultural Economist, Cooperative Division, Farm Credit Adminis- 
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$271,000,000. In this latter year two and one-third million 
farmers, or 37 per cent of all farmers, each bought on an average 
$116 worth of fertilizer. The dairy industry affords another illus- 
tration of the increasing commercialization of agriculture. Today 
dairymen, producing milk for city populations or for use in con- 
denseries and creameries, buy a large part of the feed used in their 
dairy operations. 

Purchasing of supplies by farmers has also been greatly stimu- 
lated in recent years by the increasing use of tractors, trucks, 
automobiles, and engines, which have tended to replace horse- 
and mule-power. Today oil and gas are as definitely farm supplies 
for the farming operation as hay and grain feeds. In 1933 the cost 
of operating farm tractors, trucks, and automobiles amounted to 
approximately $380,000,000. With the annual cost of farm sup- 
plies used in production and marketing totaling approximately 
one and a half billion dollars in 1933, a year of low prices, it is not 
surprising that farmers have turned to co-operative purchasing 
as an economical method for getting the type and quality of sup- 
plies which they require and with the type of service most suited 
to their needs. 


EXTENT OF CO-OPERATIVE FARM-SUPPLY BUYING 

The Cooperative Division of the Farm Credit Administration 
estimates that American farmers bought $250,000,000 worth of 
farm supplies co-operatively in the crop year 1934-35. There are 
approximately two thousand associations of farmers whose major 
activity is the handling of farm supplies, and in addition there 
are approximately five thousand associations of a co-operative 
marketing character—co-operative elevators, co-operative cream- 
eries, co-operative cotton gins, poultry marketing associations, 
fruit and vegetable marketing associations—which engage in 
the co-operative distribution of farm supplies. At the present 
time associations handling farm supplies on a co-operative basis 
are located in every section of the United States. 

Many co-operative purchasing associations or co-operative 
marketing associations, which also handle farm supplies, serve 
only the farmers in a community or county. Others are organized 
to serve sections of states, entire states, or groups of states. The 
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records of the Cooperative Division indicate that there are about 
a hundred of these regional-type associations, located in most 
parts of the United States, which do an aggregate volume of 
purchasing business of well over $100,000,000 annually. Twenty- 
five of these associations each do a farm-supply business of more 
than $1,000,000 a year.’ One of these associations sold farm sup- 
plies in the crop year 1935-36 with a wholesale value of approxi- 
mately $25,000,000. Another had sales to farmers in 1935 of 
approximately $14,000,000. Some of these regional associations 
are organized on the so-called “centralized basis” where the 
farmer is a direct member of the regional association. Others are 
organized as federations of smaller associations. In this latter 
case the farmer is a member of the local association, and the 
local association, in turn, is a member of the federation. Under 
the federated type of organization the producer member controls 
only indirectly the large-scale association; whereas, under the 
centralized type of organization, he has a direct voting control. 
The structure of some regional associations combines the feder- 
ated and centralized principles of organization. 


GENERAL CHARACTERISTICS OF FARM-SUPPLY ASSOCIATIONS 


Co-operative purchasing associations are business organiza- 
tions set up by farmers for the acquisition of goods and services 
needed in their farm enterprises. In effect they are simply an ex- 
tension of the farming enterprise since they are set up for the 
purpose of making the farm enterprise more profitable. These 
associations from an external point of view are little different 
than other business enterprises which sell farm supplies to farm- 
ers. From an internal point of view, however, they are markedly 
different. 

The typical private farm-supply firm is operated by an indi- 
vidual, partnership, or corporation for the purpose of making a 
profit for those engaged in or furnishing capital to the business; 
while the co-operative farm-supply association operates for the 
purpose of supplying farmers with the type and quality of supplies 
that they require on a cost basis. While it is the general practice 


3 Factual data on the operations of these associations are given in the bulletin 


referred to in n. 1. 
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for co-operative associations to sell at the going or regular prices 
in the community and to return savings in the form of patronage 
dividends, a number of associations endeavor to fix the price of 
supplies sold at cost plus handling charges. The practice of selling 
at competitive prices and returning savings to patrons in the 
form of patronage dividends is generally considered the sounder 
basis of operation since this enables the co-operative to avoid 
price wars and since this basis of operation provides a convenient 
method for building up adequate operating funds and reserves. 

By operating their own co-operative farm-supply association 
farmers have the right to determine how their business is to be 
operated, while farmers have little if anything to say concerning 
the operations of a private farm-supply business. It is true that 
farmers who buy through private concerns can shift their patron- 
age if they are not satisfied with the quality, service, and prices 
which they have to pay for supplies, but this does not insure com- 
plete satisfaction unless they can turn to another supply firm in 
the community offering the quality and service they desire at 
satisfactory prices. In the typical co-operative association every 
man has one vote, regardless of the amount of stock he owns in 
the association or the amount of business he does through it.‘ 
The control of the farm-supply association, in contrast with the 
ownership control common in general business, is thus based on 
equal voting rights to each who participates in the group enter- 
prise. 

Co-operative purchasing associations also are generally so or- 
ganized that the amount of interest paid on share capital is limit- 
ed. This is done on the theory that savings should be distributed on 
a patronage dividend basis to those who make the savings possible 
—the patrons—rather than to those who contribute capital. By 
limiting the payment for the use of capital and by restricting the 
holding of stock to patrons the stock ownership tends to be appor- 
tioned among the actual patrons, who furnish capital to make the 
group enterprise succeed rather than to secure a net gain in inter- 
est over a competing investment. 

It is the common practice for farm-supply associations to func- 


4 A number of associations, however, provide for voting on the basis of patronage. 
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tion through boards of directors elected by the membership. Gen- 
erally, when an association is organized, the board of directors 
consists of those who took an active part in its formation. After 
that the directors are elected by the membership as provided for 
by the articles of incorporation and by-laws. The actual business 
of a co-operative purchasing association is carried on by a man- 
ager. He is directly responsible to the board of directors. Some 
small local associations, organized on a very simple basis, leave 
the management in the hands of a committee of farmers or a 
secretary. 

While some farm-supply associations handle a line of general 
consumption goods, the more common practice is to limit the 
commodities handled to those items related directly to the farm 
enterprise which can be bought in volume and turned over rapidly 
“to make possible a low cost per unit of purchase.” Farmers’ 
co-operative purchasing associations have generally found it more 
desirable to limit the range of commodities handled largely to 
those commodities that are required in production operations than 
to endeavor to provide farmers with all the items that they may 
require, from pins to pianos. While farmers feel that there is no 
reason why they should not be able to buy co-operatively any 
commodity which they may desire, yet experiences in operation 
have indicated that too wide extension of service may result in 
disaster from the standpoint of business operating efficiency. 
While it is to be expected that certain farm-supply purchasing 
associations will tend to expand somewhat in the number of sup- 
plies handled as they develop efficiency, it is probable that most 
farm-supply associations will continue to confine their operations 
largely to such commodities as feed, seed, fertilizer, petroleum 
products, twine, salt, lumber, package materials, barn and dairy 
equipment, farm machinery, and similar items, which can be han- 
dled on a volume basis with modest handling facilities and a rela- 
tively small personnel. 


EXPANSION OF CO-OPERATIVE PURCHASING ASSOCIATIONS 
DUE TO ACCOMPLISHMENTS 


The development of farmers’ supply-purchasing associations 
and purchasing departments of co-operative marketing associa- 
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tions has been largely due to their ability to provide farmers with 
an economical source of dependable farm supplies of high quality 
and a type of supply service which is adapted to farmer needs. 

There is no question but that co-operative purchasing by farm- 
ers has tended to reduce the cost of basic farm supplies. By set- 
ting up their own associations farmers have been able to get trade 
and quantity discounts that were customarily obtained only by 
retail agencies or by large farmers. By establishing co-operative 
wholesale associations or centralized purchasing associations it 
has been possible for farmers to obtain supplies direct from manu- 
facturers or primary producers for processing in co-operative 
plants with the consequent saving of profits that would otherwise 
be taken by wholesale or manufacturing agencies. Moreover, the 
competition engendered by co-operative purchasing has tended 
to reduce the general price of farm supplies. 

Co-operative purchasing associations in many instances have 
provided a type of service better adapted to farmers’ needs than 
has been generally obtainable. Such associations have enabled the 
farmers themselves to determine the nature of the services fur- 
nished by their association. Many associations have been able to 
give a group of farmers all essential services while eliminating 
much waste in the form of excessive or “puffy” advertising, high- 
pressure selling methods, overextension of credit, and unnecessary 
delivery. 

Co-operative purchasing associations have done much to im- 
prove the quality of farm supplies. They have pioneered in the 
sale of open-formula feeds and fertilizers and seeds of known 
origin and viability. Many purchasing associations have well- 
equipped laboratories to test and check the quality of ingredients 
and finished products. Such associations have found that quality 
and economy cannot be separated as objectives in co-operative 
purchasing and that a poor-quality product, no matter how cheap 
in price, is fundamentally expensive from the standpoint of use 
by the farmer. 

The following statement by a farmer clearly indicates why 
farmers have given such associations their support: 
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I am supporting these organizations because, when I go out to buy sup- 
plies of feed, seed, or fertilizer for my farm, I know exactly what is in those 
bags. I know that they have been selected and prepared by experts, by peo- 
ple who are working in the interests of the membership of the organization. 
I know that these men are continually on the alert to make the organization 
more efficient and more adaptable to my needs. Best of all, I realize that all of 
this service is being rendered at the lowest possible cost, which is made possi- 
ble largely through volume of business. This volume is made possible because 
thousands of other farmers are associated with me in this cooperative effort 
and by operating together we obtain wholesale rates and overcome the dis- 
advantage of buying as individuals. I also have the satisfaction of knowing 
that when I am dealing through the cooperative I am not paying large profits 
to a long list of retailers, wholesalers, jobbers, brokers, speculators, etc. In 
addition to all this, as an individual member of the cooperative, I have a 
voice and vote, not only in the selection of the officers of the association but 
also in the formation of policies and activities of the association. In fact, I 
feel that this is just as much a part of my business, as raising my crops or 
milking my cows.s 

CO-OPERATIVE PURCHASING AN EXTENSION OF 
PRIVATE ENTERPRISE 

It is clear that co-operative purchasing associations should not 
be looked upon as a radical form of business enterprise. In the 
words of one prominent co-operative purchasing executive, “The 
cooperative movement among farmers is an expression of an inde- 
pendent spirit, an ability to take care of themselves, and a willing- 
ness to fit agriculture to the conditions imposed on it by a com- 
petitive capitalistic society.’ 

Farmers’ co-operative purchasing associations simply join a 
group of business men—farmers—together to perform a purchas- 
ing service for themselves. The legality of such group action for a 
common benefit in accordance with public policy is well estab- 
lished. Co-operative purchasing associations do not eliminate the 
profit or self-interest motive since they enable individual pro- 
ducers—as entrepreneurs—to act together to secure the benefits 
of group action. Co-operative purchasing associations simply 
tend to share the “profits” —which would otherwise be taken by 

5 Earl B. Clark, dairy farmer, North Norwich, N.Y., “The Farmer’s Viewpoint 
toward Cooperatives,” American Cooperation (1935), Pp. 177. 


®H. E. Babcock, “Scope of the Cooperative Movement,” ibid., p. 6. 
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private supply enterprises—among the producers who contribute 
to the success of the enterprise by furnishing it with their patron- 
age. In this way farmers exterd their individual production oper- 
ations to the collective acquisition of farm supplies needed in 
production. 

Obviously a co-operative purchasing association, like any other 
business organization, must operate efficiently, and operating 
efficiently means that income must exceed costs and expenses of 
doing business. The excess of income over outgo in private busi- 
ness is known as profit, and these profits go only to the owners and 
operators of the business. Any excess of income over outgo in the 
case of a co-operative supply association is returned to the indi- 
vidual producer who contributed the patronage upon which the 
excess was earned. While analogous to profit, this excess might 
theoretically be defined as “group savings,” for it represents the 
aggregate savings accruing to individual members who have used 
the association. 

Some co-operative leaders maintain that the word “profit” and 
“earnings” are foreign to the idea of co-operation. It is their con- 
tention that any amount returned as patronage dividends does 
not represent a sharing of profits since patronage refunds simply 
indicate that the patron was overcharged in the first instance 
through inability of the management accurately to estimate costs 
of operation. To this group patronage refunds are looked upon as 
a method for refunding such overcharges on a pro rata basis. 
Nevertheless, it must be admitted that members of co-operative 
purchasing associations have not been weaned away from the con- 
cept of private advantage for which “profits” or “savings” are 
other names. While it is true that purchasing associations—as 
business establishments—operate on a non-profit basis, it is also 
true that co-operating farmers are inclined to look upon the 
co-operative as a means through which they may effect savings 
through securing their share of the profits that would otherwise 
be taken by its owners if the concern were operated as a private 
establishment. 

Co-operative farm-supply associations have proved most suc- 
cessful where the type of service or quality of supplies from other 
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sources has not been satisfactory and where wide margins have 
customarily prevailed. Under these circumstances the co-opera- 
tive association can sell goods on the basis of going prices and 
make a repayment to members in the form of patronage refunds 
or in more satisfactory quality in supplies or in better-adapted 
service. Co-operative leaders are generally willing to admit that 
little co-operative effort is justified where the competition of 
private agencies keeps margins low and provides farmers with 
high-quality supplies and essential services. These leaders main- 
tain that co-operative purchasing associations are economically 
justified, particularly where conditions of imperfect competition 
tend to prevail, since co-operative purchasing associations act as 
a wholesome influence in securing a higher standard of competi- 
tion. The reasoning of a group of farmers in establishing a farm- 
supply association may generally be expressed in the following 
words: ‘We are paying too high prices for the supplies needed in 
our farming operation. We can secure better services and higher- 
quality supplies at lower prices if we operate our own association. 
Furthermore, by operating our own association we can force deal- 
ers to give farmers a better type of supply service.” 
Co-operative purchasing, therefore, like co-operative market- 
ing, aims to tighten up screws in the distributive process. Co- 
operative purchasing is simply a way by which groups of farmers 
may tend to improve their economic status through joint action 
without injury to society. It should be remembered that the gen- 
eral principle of co-operation is widely accepted throughout our 
entire economic structure. Co-operation is an economic means 
that can be applied to secure advantages for a group in a com- 
petitive situation. Recently the principle has been used by in- 
dependent retail grocery and drug stores as a means of making 
it possible for smaller concerns to compete with the “quantity 
buying and selling’ methods of chain and department stores. 
Likewise, the co-operative principle is involved in the operation 
of trade associations which are so marked a characteristic of 
modern business enterprise. The word “co-operation’”’ in its gen- 
eral sense implies a system through which a group of individuals 
work together for the promotion of the welfare of each individ- 
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ual in the group. It is a principle that can be used by groups of 
individual producers, groups of farmers, groups of consumers, or 
groups of business men. 


CO-OPERATIVE PURCHASING BENEFICIAL TO 
INDUSTRY IN GENERAL 

The Brookings Institution’s recent study of Income and Eco- 
nomic Progress has maintained that society in general and busi- 
ness as a whole would tend to benefit by a reduction of profit 
margins which would permit a wider distribution of goods and 
services. This argument suggests that co-operative purchasing 
associations, which spread income back to actual producers, per- 
form a general service to industry by making possible a wider 
rural demand for industrial products. While it is true that the 
co-operative may tend to displace certain businesses now engaged 
in farm-supply distribution, just as any efficient firm may displace 
a less efficient one, the general effect of co-operative purchasing 
may be to afford an expansion in the business of private enter- 
prises which are not directly competitive. 

In this connection it is of interest that many business executives 
have given encouragement to the formation of farmers’ purchas- 
ing associations by farmers since they feel that co-operative pur- 
chasing tends to improve the economic position of farmers, thus 
making possible the increased consumption of the goods sold by 
the firms which they represent. Co-operative purchasing asso- 
ciations, to the extent that they increase the efficiency of every 
dollar spent for basic production supplies, make possible an in- 
creased consumption by farmers of automobiles and other con- 
sumption goods. 

Moreover, many large concerns manufacturing basic farm sup- 
plies have looked with favor on doing business with co-operative 
farm-supply associations on the theory that an efficient system of 
farm-supply distribution will naturally result in a wider use of 
commodities which they manufacture. While a number of large 
co-operative supply associations have engaged in manufacturing 
operations, the great majority have preferred to perform the 
distributive function, leaving the manufacturing function to 
dependable private manufacturers. 
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The considered attitude of American business toward co-opera- 
tive purchasing has been expressed in the report of the Business 
Men’s Commission on Agriculture. This report (p. 34)’ stated: 

Cooperation in the purchase of goods for agricultural production, in se- 
curing tested seed, in the improvement of livestock, in the utilization of ma- 
chinery, in harvesting crops, in the grading, standardization and processing 
of farm products, in providing cheap credit and developing general calamity 
insurance, holds great promise of giving to the farmer advantages similar to 
those obtained in manufacturing industry through large-scale production 
and corporate organization. 

The report furthermore maintained (p. 196): 


Cooperation should start with the purchase of goods needed for agri- 
cultural production. Fertilizer, seed, feed, machinery, feeder cattle, feeder 
lambs, and many other commodities can often be bought cooperatively 
better than through the private trade. The cooperative method concentrates 
the buying power of many farmers into a single channel and makes possible 
considerable savings through wholesale buying and shipment in carload 
lots. It also tends to eliminate unnecessary services, such as advertising, 
storage, and credit extension. 


THE FUTURE OF CO-OPERATIVE FARM-SUPPLY BUYING 


Leaders in the co-operative farm-supply movement do not be- 
lieve that the time will soon come when farmers will buy all their 
supplies co-operatively. Rather it is their view that co-operative 
purchasing associations will continue to develop only to the extent 
that the benefits of co-operative purchasing can be clearly demon- 
strated. In a number of areas there has been a noticeable increase 
in the efficiency of commercial competitors owing to the presence 
of efficient co-operative purchasing associations, which may be 
likened to the improvement of operating practices of local mer- 
chants which has been due to the competition of chain stores and 
mail-order houses. These co-operative purchasing associations, by 
injecting more competition into farm-supply distribution, have 
thus performed a general service for the agricultural industry in 
that they have reduced the general cost of farm supplies and 
brought about a general improvement in quality and service. 

7 The Condition of Agriculture in the United States and Measures for Its Improve- 
ment, a report by the Business Men’s Commission on Agriculture, published jointly 


by National Industrial Conference Board, Inc., New York City and Chamber of 
Commerce of the United States of America, Washington, D.C. (1927). 
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With the improvement in competitive agencies it becomes in- 
creasingly difficult for co-operative purchasing associations to ex- 
pand their direct field of service. At the present time, however, 
there is a broad field in which properly organized and well-oper- 
ated co-operative purchasing associations can expand since such 
associations have demonstrated that they can operate as efficient- 
ly as commercial concerns. Any appraisal of the future place of 
co-operative purchasing associations in the distribution of farm 
supplies must furthermore take into consideration the fact that 
there are certain non-commercial satisfactions that farmers derive 
from belonging to their own organization. 

The future of co-operative purchasing of farm supplies in the 
United States will no doubt be closely related to the future of 
co-operative marketing since co-operative purchasing and co-op- 
erative marketing are both designed to make the farming enter- 
prise more successful. While co-operative purchasing endeavors 
to provide a more economic source of farm supplies, co-operative 
marketing endeavors to secure a more efficient system for selling 
farm products. In many cases co-operative purchasing and co-op- 
erative marketing have been carried on jointly by the same agency 
in a very satisfactory manner. An expansion of such joint opera- 
tion is to be expected, although there will no doubt continue to be 
many strictly purchasing and strictly marketing associations. 
The main advantage of combining co-operative purchasing and 
co-operative marketing in the same organizations is that this per- 
mits the more economic use of personnel and facilities and a re- 
duction in overhead costs. In the case of many co-operative mar- 
keting associations the marketing period lasts for only a few 
months in the year. To keep such agencies available for service 
when needed, overhead costs must be assumed during inactive 
periods. The heavy period of co-operative purchasing activity, 
on the other hand, usually precedes the marketing period, so that 
it is possible for one organization combining both functions to 
keep the personnel and facilities employed throughout most of the 
year. Moreover, where an association combines co-operative pur- 
chasing with co-operative marketing, the members of the associa- 
tions have an operating relationship to the association during 











FARM EFFICIENCY AND CO-OPERATIVE PURCHASING 313 


most of the year, while a strictly marketing association may have 
a difficult time to keep the interest of the members during the 
periods when it is not actively performing marketing functions. 
From the farmer’s point of view there is often a real advantage 
in having one organization perform both purchasing and market- 
ing since this makes it unnecessary for the farmer to belong to two 
organizations. It should be pointed out, however, that where co- 
operative purchasing and co-operative marketing are carried on 
as joint functions, it is generally found desirable to carry on the 
two operations by the use of separate departments or subsidiary 
organizations in order to achieve the advantages of specialization 
and managerial responsibility. 


BROAD SOCIAL BENEFITS FROM CO-OPERATION 


So far emphasis has been given to the economic aspects of co- 
operative purchasing. There is a close relationship, however, be- 
tween economic welfare and social welfare. To the extent that 
co-operative purchasing improves the economic position of farm- 
ers, it makes possible a higher general farm standard of living 
with its consequent social advantages. Furthermore, it may be 


maintained that improvements in the economic position of the 
farmers which are due to more efficient farm operation tend to 
raise the economic position of the other groups in society and, 
similarly, their standards of living. It is a truism that sound agri- 
cultural life contributes toward a sound national life. 

The development of successful co-operative associations may 
also bring about direct social benefits. Farmers, by providing 
themselves with their own agencies which satisfactorily perform 
services needed in connection with their farm enterprises, not 
only increase their self-respect and dignity but tend to build up a 
community consciousness which enriches their lives and expands 
their horizons. Moreover, membership in co-operative associa- 
tions exerts a considerable educational influence in making farm- 
ers into informed individuals since participation in co-operative 
activity gives farmers a better business and social background 
and a desire for a more complete life, not only for themselves, but 
for their families. 





THE WHOLESALE DIFFERENTIAL 
R. S. ALEXANDER’ 


T IS probably safe to assume that the practice of sellers dif- 
ferentiating between buyers as to price is one of great antiq- 
uity. During most of the history of trade this discrimination 

may be said to have been indiscriminate in character. With the 
growing appreciation of the benefits of the one-price system there 
has been a tendency to reduce it to some sort of order and to dif- 
ferentiate in price among customers on the basis of some reason- 
able classification. 

The most usual bases upon which this discrimination proceeds 
seem to be the following, listed roughly in the order of the fre- 
quency of their use at the present time: (a) speed and certainty 
of payment, (b) the amount bought, (c) the bargaining ability of 
the buyer, (d) the position of and functions performed by the buy- 
er in the distributive system, and (e) the amount and character of 
the sales-promotional work done by the buyer for the seller’s 
goods. 

Records are not at hand from which it is possible to glean much 
of an inkling as to the extent to which these several types have 
been used prior to about twenty or thirty years ago. It is prob- 
able, however, that the method of payment has for long been the 
dominant basis for such discrimination. Before the emergence of 
the one-price policy the bargaining discount, sometimes coupled 
with or motivated by considerations of the quantity or volume 
bought, probably ran it a close second. There is some evidence 
to show that, prior to the development of mass-retailing institu- 
tions and of buying syndicates, the functional discount (based 
upon the distinction between wholesalers, retailers, and consum- 
ers) had to some extent superseded it and was the accepted prac- 
tice in a number of trades.” 

« Assistant professor of marketing, School of Business, Columbia University. 


?In 1922, at a hearing before the Circuit Court of Appeals on the Mennen Co. 
case, the following associations were represented by counsel: National Wholesale 
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With the growth of large-scale retailing and syndicate buying 
the trend toward this form of discount was reversed. Emphasis 
was again thrown upon quantity bought and the bargaining abil- 
ity of the buyer, complicated by the fact that the element of re- 
ward for sales-promotional work done by the buyer for the seller’s 
goods was injected into the already complex situation. Group 
buying among department and specialty stores, the rise of the 
chain store, and the rapid growth of the voluntary chain in the 
food field were primarily responsible for this change. These or- 
ganizations were and are characterized by their tremendous pur- 
chasing power and by the extreme aggressiveness of their buying 
policies. 

As a result of these factors the discount practices of primary 
sellers? were modified sharply. The volume‘ type of quantity dis- 
count was emphasized. This is a special price allowance given on 
the basis not of the size of a single order but of the quantity 


Dry Goods Association, National Wholesale Hardware Association, National Sup- 
ply and Machinery Distributors Association, National Wholesale Jewelers Associa- 
tion, and National Floor Covering Association. Since this case involved, among 
other things, the question of the legality of the wholesale discount as maintained by 
the Mennen Co., the fact that these groups were willing to pay counsel to represent 
them indicates that this type of discount was at that time sufficiently general in use 
in these trades to be worth defending (Printers’ Ink, November 9, 1921). Mr. Gil- 
bert Montague, writing in Printers’ Ink for December 22, 1921, assumed that the 
practice of the wholesalers’ discount was at that time the accepted and most com- 
monly employed system. In the tobacco trade the American Tobacco Co. in 1913 
established jobbers’ discounts (ibid., May 15, 1913). 

In the grocery trade Mr. F. D. Briestly, vice-president of the Royal Baking 
Powder Co., writing in Printers’ Ink for November 27, 1924, said: “For many gen- 
erations it has been a custom for manufacturers to name a retail selling list price on 
his product. This is usually the price at which the goods are billed to the wholesaler 
less a trade and cash discount.” 

Concerning the drug trade Printers’ Ink in commenting editorially on the Men- 
nen case in its issue of March 30, 1922, declared that the decision of the Federal 
Trade Commission adverse to the wholesale discount had brought about a condition 
in which the “practically universal custom of classifying customers as wholesalers 
and retailers” would have to go by the board. 

3 This term may be construed to include producers, converters, importers, and 
their direct agents. 

4 This type was christened “the cumulative quantity discount” by W. H. S. 
Stevens in the Journal of Business, October, 1929, and January, 1930. 
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bought over a period of time, usually a month, a season, or a year. 
In some cases these arrangements were “open end’’—the buyer 
committed himself to the purchase of no definite amount, his 
discount being fixed at the end of the period according to the 
quantity he took or a definite allowance being agreed upon in the 
contract by the seller on the basis of the probable requirements 
of the buyer as indicated by his known past needs. 

This volume discount does not carry with it the savings which 
the seller usually enjoys as a result of sales in large quantities. 
His costs of shipping and handling, record-keeping, and invoicing 
are not necessarily reduced by virtue of it. In many cases there 
is no possibility of any savings being made on these items of 
expense. Concerns selling to group-buying organizations must 
frequently interview and entertain not only the buyers for the 
group organization but also for those of each of the individual 
stores which make it up. Selling expenses are increased, not di- 
minished. Shipments are made to individual stores, not to the 
group. Each member of the group must be billed separately, nor 
does the group assume any responsibility for the credit standing 
of its members.‘ 

Much the same thing is usually true of the buying methods em- 
ployed by the voluntary chain. The commercial chain makes pos- 
sible for its sources some of the normal savings of quantity deal- 
ing. Purchases are usually made on blanket contracts, thus re- 
ducing selling costs somewhat. Invoices are usually submitted to 
and paid by the central office, thus allowing some decrease in 
costs. But goods must often be delivered directly to the individu- 
al units of the chain. The precise extent of this practice is un- 
known. It seems probable, however, that somewhere in the neigh- 
borhood of 60 to 68 per cent of all goods bought by all chain-store 
systems is delivered by the primary seller directly to the unit 
store of the buying system. Estimated percentages for particular 
trades are: drugs from 50 to 58 per cent; groceries from 12 to 
25 per cent. The method of deriving these estimates is shown in 

5’ Kenneth Dameron, Harvard Business Review, July, 1928, p. 443; also E. O. 
Schaller, The Resident Buyer. 

6 See Federal Trade Commission, Cooperative Chains. 
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Tables I, II, and III which were compiled from the Census of Dis- 
tribution for 1929 and from the Census of American Business for 
1933, supplemented by fragments of several reports of the Har- 
vard Bureau of Business Research and from the Federal Trade 
Commission reports on chain stores. All figures are from the Cen- 
sus unless otherwise indicated. 

The “open end” contract gives a seller no real basis on which 
he may expect or predict a reduction even in his overhead costs 
or through leveling out his production curve. 

The purchasing practices of these establishments have also re- 
sulted in an increased use of the differential granted for the sales- 
promotional activities of the buyer—more particularly the ad- 
vertising allowance. This often assumes tremendous proportions.’ 
There is considerable evidence to show that large-scale retailers 
get the lion’s share of these allowances*—much more than whole- 
salers may normally expect. Undoubtedly many such allowances 
are justified by the advertising and sales promotion actually re- 
ceived by the seller’s goods from chain stores and voluntary chain 
groups. It is more than suspected, however, that in many cases 
they constitute merely a disguised form of quantity or “bargain- 
ing ability”’ differential.° 

Efforts are sometimes made to justify the apparently uneco- 
nomic volume allowances which are often granted. They are de- 
fended on the ground of the effect of such sales on production 
costs. It is often urged that a large blanket contract of this sort 
gives assurance that a certain amount of the seller’s product will 
be absorbed by the market. This enables him to stabilize his pro- 
duction schedules throughout the year, with consequent reduc- 
tion in costs. 

7? Rather startling information on this point was disclosed in the testimony before 
a Congressional committee known as the Patman committee; see Sales Management, 
July 15, 1935- 

8 See Sen. Docs. 86, 89, and 94 of the second session of the 73d Congress, being 
reports of the Federal Trade Commission on the subjects of special discounts and 
allowances to chain and independent distributors in the tobacco trade, the grocery 
trade, and the drug trade. 

9 See L. S. Lyon, Advertising Allowances; also a series of articles by Haring in 
Advertising and Selling during 1931. 








TABLE I 
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ESTIMATES FOR ALL CHAIN STORES 
(In Thousands of Dollars) 























1929 1933 

Retail sales by chain stores................... $10, 740, 385 $6,313,000 
Cost percentage of chains. .................... 23.52 27.1 
Assumed profit percentage.................... 2.00 2.0 
Total markup percentage. .................... 25.52 29.1 

Total markup on chain sales.................. $ 2,740,946 $1,837,000 

Cost of goods sold by chains.................. 7,999,439 4,476,000 

Sales made by chain warehouses.......... ie 1,929,681 1,432,000 

Purchases from wholesalers*................... 639,955 358,000 

Total clearly not delivered direct by manu- 

IS a cucerg aie aon 4056 Kina co Roce s 4 end $ 2,569,636 $1,790,000 

Total possibly delivered direct by producers. .| $ 5,429,803 $2,686,000 
Percentage of total purchases.............. 67.9 60.0 











* 8 per cent of total; see Federal Trade Commission, Sources of Chain Store Merchandise, Sen. Doc. 


No. 30 (72d Cong.), p. 17. 


TABLE II 


ESTIMATES FOR DRUG CHAIN SALES 
(In Thousands of Dollars) 








| 














1929 1933 
Retail sales by chain stores................... $312,312 $267 , 300 
Cost paceeeinns GF GORENS....... .0.. 6 oc nce cccccs. 32.8 28.0 
Assumed profit percentage. ...............+.:. t.s° 1.0 
Total markup percentage. .................... 33-9 29.0 
NG cies cwecceandh eu0ks wenn $105,874 $ 77,517 
Cost of goods sold by chains............... 4 206 , 438 189, 783 
Sales by chain warehouses. ................... 77,301 56,289 
Purchases from wholesalers}................... 24,773 22,774 
Total obviously not delivered direct by pro- 
OEE RE Ree hear $102,074 $ 79,063 
Total possibly delivered direct by producers. . $104, 364 $110,720 
Percentage of total purchases.............. 50.5 58.3 











* Harvard Bureau of Business Research, Bull. No. 87. 


t 1933 census figure; slightly different figure given in 1929 census. 
t 12 per cent; see Federal Trade Commission, Sources of Chain Store Merchandise, Sen. Doc. No. 30 


(72d Congress). 
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TABLE ITI* 


COMBINED ESTIMATES FOR GROCERY AND GROCERY AND MEAT CHAINS 
(In Thousands of Dollars) 








1929 1933 





Retail sales by chains ree $2,872,773 $2, 209,000 
Cost percentage of chains. . SP SE gees 18.53 
Profit percentage of chains. ..... rr ie ticesanedae 1.73 
Gross margin percentage............... 19.4T 20.26 
Gross margin in dollars. .... ae $ 557,318 $ 447,543 
Cost of goods sold........... Es 2,315,455 1,761,457 
Sales by chain warehouses... . . 1,527,122 1,172,607 
Bought from wholesalers: 
Maximumt 


aes 488, 561 371,667 
Minimum§... ae 224,491 


170,861 





Total not delivered direct by manufacturers: 


$2,015,683 $1,544,274 
1,751,613 1,343,468 





Minimum 





Total possible delivered direct: 
Minimum. . ees $ 200,772 $ 217,183 
Maximum 563,840 417,989 





Percentage possible delivered direct: 


Minimum ombus 12.9 12.3 
anime 24.3 23-7 











* Certain of the more obvious discrepancies involved in this computation are: 
a) Sales made by chain-store warehouses to buyers other than their own member stores should be 


deducted. This would increase the final percentage. 
b) Some of the goods delivered direct by manufacturers may be shipped to a vicinity in carload lots 
and taken from the car by the several units of the buying chain operating in that locality. This 


would tend to decrease the final percentage. 
c) Small chains do not get volume discounts. The deduction of their figures would reduce the per- 


centage. 
d) The figures estimated for net profit may be in error. Any reduction in them would increase the per- 


centage, and vice versa. 
Bulls. 86, 87, 89, and 94 of the Harvard Bureau of Business Research contain fragmentary informa- 


tion on this su _— It may be summarized as follows: variety chains—warehouse only a small portion 
of the merchandise they handle, not more than 15 per cent; shoe chains—about half had no warehouses; 
drug chains—the larger chains warehouse about 40 per cent of their inventories, the smaller from 15 to 


20 per cent. 
t Harvard Bureau of Business Research, Expenses and Profits in Chain Grocery Business in 1929 


(Bull. No. 84). 
t 21.1 per cent of purchases for grocery and meat chains. 
§ 9.7 per cent of purchases for grocery chains (both these figures from the Federal Trade Com- 
mission report, Sources of Chain Store Merchandise). As it was not possible to segregate the two in 
th years, a maximum and a minimum figure were used. 


In case such a contract is an “open end” arrangement no such 
assurance is given whatsoever. The volume buyer simply agrees 
to take what he needs when he needs it—just like any other buyer. 
If, on the other hand, the bargain calls for a definite amount, the 
seller may enjoy some degree of certainty as to at least a portion 
of his output. But this stability is surely no more certain than 
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that afforded by the good-will of a considerable number of smaller 
customers who are in the habit of making their purchases from 
the seller in question. Reliance on a single such contract repre- 
sents the hazard of a concentration of market risks rather than 
the safety of a dispersion of them. The fulfilment of this con- 
tract, like all others, depends upon many variables: among them, 
changes in the market, reversals of executive decisions, insolvency 
of the buyer, and, most unstable of all, the uncertainties of legal 
enforcement if it becomes necessary to appeal to courts and juries. 
On the whole, it is probable that the stabilization of production 
actually resulting from blanket contracts with large-scale buyers 
is much less than is commonly supposed. 

Extraordinary price concessions to volume buyers are also 
sometimes justified on the ground that they reduce the cost of 
production per unit by permitting the spread of overhead ex- 
penses over a larger number of units produced. This justification 
is valid provided the saving enjoyed be spread over all goods pro- 
duced and sold. Such saving is rendered possible by all orders re- 
ceived, not merely by the largest or last obtained. 

In some cases the principle is pushed much farther than this, 
however. It is reported that sellers sometimes justify special 
prices to volume buyers on the ground that, since all their over- 
head is taken care of by the goods produced for their regular cus- 
tomers, none need be allocated to the merchandise made to de- 
liver on the volume order. The true cost is thus lower and the 
price reduction is justified. Consider the following purely hypo- 
thetical case developed to illustrate the point. 

A firm has overhead costs totaling $200,000 a year. Its direct 
costs are $0.80 per unit. Its annual sales to wholesalers are nor- 
mally one million units. Its costs on this volume are therefore 
$1.00 per unit—$o.20 overhead and $0.80 direct. If it sells to 
these customers at $1.10 per unit, it makes $100,000 profit. 
A large buyer proposes to contract for 200,000 units to be de- 
livered during the year. He insists on a price of $0.90 per unit. 
Since the manufacturer has charged his entire overhead against 
his sales to wholesalers and other regular customers, the lower price 
on this large order is sufficient to meet the direct costs and allow 
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$0.10 profit per unit. By divorcing this transaction from his other 
sales for accounting purposes he is able to justify the price reduc- 
tion on the goods involved in it." The fallacy in this reasoning is 
obvious. 

All these developments have resulted in a situation in which the 
customers of the wholesalers find themselves consistently under- 
sold by their chain-store or syndicate competitors." The whole- 
salers must seek a way out or see their own businesses along with 
those of their customers melt away under the heat of competitive 
strife. They are convinced that the wholesaler—independent- 
retailer channel of distribution can perform more effectively than 
any other certain of the services which are essential in the opera- 
tion of a distributive system designed to give the fullest and most 
complete satisfaction to the consuming public. They feel that 
those services or functions should be paid for. One very obvious 
method by which such payment may be made is through the 
functional discount or differential. 

One purpose of the framers of the recently enacted Robinson- 
Patman Law was to proscribe those volume or quantity discounts 
and advertising allowances which could not be justified on the 
basis of either the savings enjoyed or the services rendered in con- 
nection with them. The language of the Act as finally passed is 
so indefinite and the field of necessary interpretation by the Fed- 
eral Trade Commission and the Supreme Court is so extensive 
that there is no assurance that the original intent of the framers 
will be carried out in its enforcement. Nor is it at all certain that 
the administrative machinery which the government has avail- 

© Mr. C. J. Whipple, president of Hibbard, Spencer, Bartlett & Co., cites such a 
case in the hardware field in Printers’ Ink, March 10, 1931. 

A. H. Deute (ibid., February 12, 1931) reports the case of a manufacturer with 
overhead costs of 30 per cent. His direct costs were $0.625 per unit. He wished 10 
per cent net profit. He therefore sold to wholesalers for $0.89 per unit. A chain 
bought half-a-million units per year which he delivered at $0.75 per unit under the 
impression that on this sale he was making $0.19 profit. 

While this condition is notorious, specific examples may be interesting. Mr. 
Flint Garrison cites several in the drygoods business in a pamphlet, Unfair Price 
Discrimination (issued by the Wholesale Dry Goods Institute, 40 Worth St., New 


York City), pp. 11-14. This was a portion of Mr. Garrison’s testimony before an 
N.R.A. special committee designated to investigate the wholesale differential. 











322 THE JOURNAL OF BUSINESS 


able will be adequate to achieve anything approaching an effective 
enforcement of a set of regulations which affects practically every 
transaction completed in wholesale trade and which deals with 
one of the most intricate and complicated problems in marketing 
—the relation between cost, volume, and price. There seems to 
be considerable room for doubt as to whether the law will actually 
effect any very great ultimate net change in the practices de- 
scribed above. 

When the National Industrial Recovery Act was passed, cer- 
tain groups of jobbers saw in it an opportunity to write the whole- 
saler’s differential into the law of the land and to endow it with 
the legal machinery necessary to make it effective. The leaders 
in this movement were the Wholesale Dry Goods Institute and 
the National Wholesale Hardware Association.” In making their 
fight for the differential these groups were in a very strong posi- 
tion. During the late summer or early fall months of 1933, the 
officials of N.R.A. had decided that an attempt should be made to 
bring as large a portion of the wholesale trade as possible under a 
blanket wholesaling or distributing code. As the drug group was 
insisting on labor provisions which could not be allowed and the 
wholesale grocery code was being negotiated under the Agricul- 
tural Adjustment Act, it was obvious that any such over-all code 
must include the wholesalers of drygoods and hardware. Without 
them the attempt must fail. 

When negotiations looking to the preparation of this code were 
begun, it soon became apparent that practically the only thing 
these groups cared or hoped to get from it was some sort of ma- 
chinery for effiectuating the principle of the wholesale differential. 
The representatives of the N.R.A."} charged with the negotiation 
of the code bent their efforts to the preparation of a provision 
which would satisfy this desire but which at the same time would 


12 Mr. Flint Garrison, director-general of the Dry Goods group, and Mr. George 
Fernley, secretary-treasurer of the Hardware Association, were the moving spirits in 
this fight. 

13 These were Mr. A. D. Whiteside, divisional administrator of the Fourth Divi- 
sion, Mr. Kenneth Dameron, deputy administrator in charge of the distribution 
section of that division, Mr. R. S. Alexander, technical adviser on wholesale codes, 
and Messrs. Blackwell Smith and Robert Strange of the Legal Division. 
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be sufficiently hedged about with restrictions to prevent the possi- 
bility of undesirable social effects. As the result of several months 
of negotiation involving innumerable revisions and constant 
amendment the much-discussed Article VIII was made a part of 
the Wholesaling or Distributing Code." 

Under this provision the Divisional Code Authority of any 
trade (the code provided for a General Code Authority to act as 
a co-ordinating body and a Divisionai Code Authority for each 
trade—such as hardware, drygoods, etc.—to administer the Sup- 
plemental Code of that trade) could negotiate with the manu- 
facturers of goods handled by that trade with a view to establish- 
ing differentials to prevail therein. 

In case an agreement was reached with a number of manu- 
facturers sufficient in the opinion of the Divisional Code Author- 
ity adequately to serve the needs of the trade, the differentials 
thus agreed upon for specific commodities were to be submitted 
to the administrator. If, after a hearing or such other examination 
as he wished to give the matter, that official decided that these 


%4 This Article read: “In any division in which manufacturers, importers, mills, 
or other primary sellers sell coincidentally to several classes of buyers, the Divisional 
Code Authority, subject to the approval and with the advice of the Administrator 
may arrange for a conference of all interested parties, including primary sellers or the 
Code Authority governing them, for the purpose of defining and establishing price 
differentials which shall be fair and reasonable in relation to the nature and extent 
of the distributing services and functions rendered by each buying class. Such differ- 
entials shall include all elements affecting the net price, such as discounts, terms, and 
allowances. 

“The Divisional Code Authority, with the advice and consent of the Adminis- 
trator and after all interested parties shall have been given an opportunity to be 
heard on the matter, shall formally announce the price differentials which are 
deemed fair on specific products. When the Divisional Code Authority announces 
that a fair price differential has been established on any product by sources compe- 
tent to adequately serve the wholesalers in that Division, then and thereafter, or 
until the Divisional Code Authority announces that such fair price differentials 
have been discontinued, it shall be an unfair trade practice for a wholesaler or dis- 
tributor to handle such product unless the price at which it is sold to him allows 
or provides for such fair price differential. 

“Nothing in this section shall be construed to abridge the right of manufacturer 
to sell direct to retailers or the right of retailers to buy direct from manufacturers. 

“Nothing in this section shall be construed to prevent reasonable and fair price 
differentials from being allowed on the basis of quantity purchased or such other 
factors as the Administrator may deem proper.” 
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differentials were fair and reasonable in relation to the nature and 
extent of the distributing services and functions rendered by each 
buying class and did not infringe the principle of the quantity or 
volume discount when such discounts were fairly and reasonably 
used, the Divisional Code Authority could announce to the trade 
that the differentials were in force. It then became unfair for any 
wholesaler to buy any of the merchandise in question upon which 
the agreed-upon differential was not maintained. This provision 
was bitterly criticized by certain retailing groups’’ and by the 
Consumer’s Board.”* On January 12, 1934, however, the Presi- 
dent signed the code with Article VIII in it. 

During the summer of 1934 the Wholesale Dry Goods Code 
Authority negotiated with certain manufacturers of underwear 
concerning possible differentials. The resulting schedule was pre- 
sented to the National Industrial Recovery Board for its approv- 
al. Much to the consternation and dismay of the wholesalers it 
became apparent that the Board, instead of considering these 
differentials on their merits, proposed to direct its attention to 
the question of whether or not the entire provision should be 
allowed to remain a part of the Code. The matter dragged on 
through the fall and winter of 1934-35. Early in the latter year a 
special committee was appointed to investigate the subject’? and 
to conduct hearings thereon. A public hearing was held on March 
12, but no decision had been reached when the N.R.A. was 
brought to a close on May 27. 

In the meantime the Wholesale Dry Goods Institute had resur- 
rected a non-legislative plan which it had developed in 1930-31 
and with which it had experimented half-heartedly for a year or 
two thereafter,’® but which it had dropped in the rush of the 

18 The leader in these groups was the National Retail Dry Goods Association. 

6 A very good summary of these criticisms will be found in an article by Kenneth 
Dameron in the American Marketing Journal, April, 1934. 

17 The personnel of this committee included Dr. Willard Thorpe, Wroe Alderson, 
L. F. Boffey, Milton Katz, C. A. Pearce, and R. S. Rauch. 

*8 Tt is rumored on fairly reliable authority that the Board would not have ai- 
lowed the provision to be enforced. 


19 This scheme was evolved by Flint Garrison and was adopted by the Institute 
at its annual convention during January, 1931. The classes of manufacturers estab- 
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events occurring during the depression. Its example was followed 
by the divisional code authorities of the Wholesale Hardware 
Trade, the Supply and Machinery Distributors, and the Whole- 
sale Jewelry Trade, and later by the National Paper Trade Asso- 
ciation. 

The principle upon which this plan is based is the idea of pub- 
lishing to the members of a given wholesale trade the selling 
policies and pricing methods of each of the manufacturers of the 
goods handled by that trade. The good business sense of the indi- 
vidual jobber is then relied upon to induce him to buy only from 
those sources which employ a discount policy favorable to whole- 
salers. 

Since late in 1934 or early in 1935 these wholesale groups have 
been engaged in implementing this idea. In doing so they have 
made use of a device which has been employed over some three 
years by the National Wholesale Druggists Association for a 
somewhat different purpose. This Association has broadcasted to 
its members a series of “Confidential Letters” dealing with the 
“economic stabilization policy” which it has been urging upon 
the manufacturers, wholesalers, and retailers in its trade. They 
discuss in an informal fashion the selling policies of individual 
manufacturers, often quoting from communications received from 
the manufacturers themselves. The use to be made of this infor- 
mation is left strictly in the hands of each wholesaler.” 

In applying this device the Wholesale Dry Goods Institute set 
up seven ratings into which manufacturers may fall in accordance 
with their selling policies and price structure. These ratings are: 
A. Those who sell only to wholesalers 


A-—. Those who sell to others than wholesalers but under a brand different 
from that which they sell to the jobbing trade 


lished under this plan were: A—those who sell wholesalers exclusively; B—those 
who sell department stores as well but with a differential; C—those who sell all 
buyers but with a differential; D—those selling wholesalers and department stores at 
the same price; and K—those selling all outlets at the same prices. Apparently 
there was no serious attempt to put this plan into active operation (Printers’ Ink, 
February 19, 1931). 

2° Information on this subject was kindly furnished by Dr. E. L. Newcomb, 
executive vice-president and secretary of the Association 
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B. Those who sell to wholesalers and department stores but give a satis- 
factory price differential to wholesalers 

C. Those who sell to wholesalers, department stores, syndicates, chain 
stores, and independent retailers but give a satisfactory price differen- 
tial to wholesalers 

D. Those who sell to wholesalers, department stores, and chain stores with 


no price differential to wholesalers 

K. Those who sell to all buyers without differential to wholesalers 
X. Those who announce one policy and practice another 

The Institute makes contact with all manufacturers of record 
in each line of goods (such as underwear, hosiery, etc.) handled 
by the trade, requesting them to furnish the information neces- 
sary to make possible their classification. If no answer is received 
in any specific case, facts are sought from wholesalers who are 
customers of the manufacturer in question and from such other 
sources of information as are available. A committee of members 
of the Institute is appointed for each line of goods handled by the 
trade. It is the duty of this committee to review all data collected 
concerning each manufacturer and to decide upon a tentative 
rating for him. The manufacturer is then informed of this decision 
and of the use to which it is to be put and is invited to approve or 
suggest modifications of it. In some cases rather extended negoti- 
ations have resulted. 

The names of manufacturers for whom the Institute committee 
in any line has prepared final ratings are listed alphabetically in a 
small booklet with the appropriate classification set after each 
name. These books are then distributed to the members of the 
Institute, who are cautioned both in the booklet itself and in sup- 
plementary releases that the publication and all information con- 
tained therein are strictly confidential and for the use of Institute 
members and them alone. The officials of the Institute have stead- 
fastly refused to give out information concerning any individual 
manufacturer to anyone outside of its own membership.” These 
booklets contain no comments or suggestions for their use. 

This process of classification is continuous. If a wholesaler com- 
plains that the actual selling practices of a manufacturer do not 


2t Information concerning the method employed in compiling these reports was 
kindly furnished by Mr. Garrison, director-general of the Institute. 
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conform to the specifications for the rating to which he has been 

assigned, the offending seller is informed of the transaction or 

transactions upon which the complaint is based and is given an 
opportunity to explain or at least to present his side of the picture. 

On the basis of the facts thus gathered the committee, at its 

discretion, may change his rating or allow it to remain the same. 

The same machinery is available for re-rating those sellers who 

change their selling policies so as to make them more favorable 

to wholesalers with the idea of bettering their ratings. The plan 
used by the Paper Trade Association is similar to that of the 

Institute.” 

The machinery employed by the hardware, jewelry, and supply 
and machinery groups”’ does not involve any process of formal 
classification of manufacturers by the wholesalers. The Code Au- 
thority of each of these trades addressed to each of the primary 
sources of the goods the trade handles a questionnaire designed 
to develop certain information concerning the sales and price 
policies employed by those sources. The questions asked the pri- 
mary sources in the jewelry trade were: 

1. Do you agree that differentials should be adopted and will you co-operate 
with the wholesalers in establishing and maintaining those established 
under the wholesale code? 

2. What percentage of your 1934 sales was made to wholesalers? 


3. If you sell the following classes of trade, at what percentage above your 
prices to wholesale jewelers do you sell each of them: 


Mail-order houses Co-operative buying organizations 
Chain stores Department stores 
Retail jewelers Retail jewelry-repair shops 


Wholesaler-retailers (so-called industrial or catalogue houses) 


4. Does this statement involve any change from your previous policy? 


The questions asked of hardware manufacturers were: 


22 See Proceedings of 1936 annua! convention of Wholesale Dry Goods Institute. 

23 These groups are all under the same general leadership—that of Mr. George 
Fernley, with headquarters at 505 Arch St., Philadelphia, Pa. 

24 These catalogue or industrial houses distribute so-called wholesale catalogues 
to office managers, foremen, superintendents, and similar minor executives from 
which they or their employees may order by mail—and sometimes by personal visit 
to the place of business of the catalogue house—at so-called wholesale prices. 
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I. 


4. 


At what percentages above or below hardware wholesalers prices do you 
sell to: 


Retailers Department stores 
Wholesale grocers Catalogue houses 
Chain stores Co-operative buying organizations 


Syndicate buyers 


. Have you an intermediate discount for large retailers and department 


stores and is such differential dependent upon quantity in a single ship- 
ment? 


. Do you through a wholly or partially owned or controlled subsidiary sell 


any classes of trade mentioned above on a different basis? 
Does your sales policy permit of any exceptions? If so, state particulars. 


For primary sources of machinery and supplies the questions 
were: 


I 


An & w 


co on 


10. 
II. 
32. 
13. 
14. 


. Do you make 


a) 100 per cent of your sales through distributors? 
b) The larger volume of your sales through distributors? 
c) The smaller volume of your sales through distributors? 


. On direct sales what percentage above distributors’ cost do you quote 


consumers? 


. What are your cash discount terms? 

. Do you suggest prices to be charged consumers by your distributors? 

. On what basis do you make sales to the federal government? 

. On what basis do you make sales to state, county, or municipal govern- 


ments? 


. What sales assistance do you give distributors? 
. Do you allow freight on shipments of one hundred pounds or more? 
. Do you limit your line to a selected group of distributors? 


What territorial protection do you give your distributors? 

Do you distinguish between stocking and non-stocking distributors? 
Is your sales policy effective in all sections of the country? 

Do you sell to retail hardware stores? If so, on what basis? 

Do you sell equipment accounts? If so, on what basis? 


The answers to these questions were arranged in tabular form 


so that the policies of each source are readily apparent. These 
tables were then distributed to the members of the several trades 


to 
in 


which they apply. Neither the tables themselves nor the folders 
which they are distributed contain any comments or sugges- 


tions to the recipients thereof. Since the expiration of the several 
code authorities the work has been carried on by the Associations. 
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The drygoods trade has taken one additional step in endeavor- 
ing to make effective its differential policy. The Institute has set 
up a definition of a drygoods wholesaler. It is now in the process 
of checking against this definition the activities of the various 
firms in the drygoods trade and determ‘ni 1g which of them con- 
form to it. A list of those which meet the requirements of the 
definition will be distributed to manufacturers for their informa- 
tion. It may also be used to aid in checking the rating awarded 
to any particular primary source. Thus, if a supplier claims to 
allow a differential to wholesalers but also allows the same dis- 
count to concerns in the trade which do not conform to the defini- 
tion, his classification may be rendered less favorable by reason 
of that fact. This work was begun under the Divisional Code 
Authority and since the demise of that body has been carried 
forward by the Institute. 

The Wholesale Hardware Association prepared and distributed 
a tentative list of concerns which, in its opinion, conform to the 
requirements of the Code definition of a hardware wholesaler. 
But this list has remained tentative and no great amount of em- 
phasis has been placed upon it, nor has any really detailed work 
been attempted along this line.’s 

There are two legal obstacles to the successful functioning of 
this plan. The first of these is to be found in the possibility that 
manufacturers who feel that their policies have been misrepre- 
sented or incorrectly described may sue the wholesale association 
in libel for damages. 

Such suits would be merely matters of private litigation. Even 
if some of them were successful, the result would probably be 
merely a handicap upon the operation of the scheme and not a 
complete prohibition of its use. Therefore, there seems no need 
to discuss the matter further here.” 


*s It is rumored that this sort of work has not been carried any further because 
of doubts as to its possible effect on the legality of the plan if it is thrown into the 
courts. 

* The Associations may gain a measure of protection against the results of such 
suits by making every attempt to assure the absolute accuracy of all information of 
this character which they disseminate. 
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The second legal obstacle and the most dangerous to the success 
of the plan lies in the anti-trust acts. The legality of its position 
under these acts is by no means certain. It seems quite clear that 
a blacklist used by an association of buyers to influence the selling 
policies of their sources is contrary to the Sherman Act. This was 
pretty definitely established in the Eastern States Lumber Deal- 
ers’ case,?’ decided by the Supreme Court in 1914. An association 
of retail dealers in lumber made a practice of investigating whole- 
salers who were reported to be selling direct to consumers. The 
names of wholesalers who were found to be offending in this respect 
were included in the “Official Report” list—commonly known in 
the trade as the “blacklist” —which was broadcasted to all mem- 
bers of the association. In the course of the trial the dealers con- 
ceded that these reports would have a natural tendency to cause 
retailers to withhold patronage from listed concerns. 

The Court pointed out that the record of testimony in this case 
“abounds in instances where the offending dealer [wholesaler] was 
thus reported, the hoped for effect—unless he discontinued the 
offending practice—tealized, and his trade directly and appreci- 
ably impaired.” The Court held that these activities of the re- 
tailers were contrary to the Sherman Act. 

In commenting on the matter it remarked: 

True it is that there is no agreement among the retailers to refrain from 
dealing with listed wholesalers, nor is there any penalty annexed for the fail- 
ure to do so, but he is blind indeed who does not see the purpose in the pre- 
determined and periodical circulation of this report to put the ban upon 
wholesale dealers whose names appear in the list of unfair dealers trying by 
methods obnoxious to retail dealers to supply the trade which they regard 
as their own. 

A retail dealer has the unquestioned right to stop dealing with a whole- 
saler for reasons sufficient to himself and may do so because he thinks such 
dealer is acting unfairly in trying to undermine his trade. When the retailer 
goes beyond his personal right and, conspiring and combining with others, 
places obnoxious wholesale dealers under the coercive influence of a condem- 
natory report circulated among other, actual or possible customers of offend- 
ers, he exceeds his lawful rights. When by concerted action the names of 
wholesalers who were reported as having made sales to consumers were pe- 
riodically reported to the other members of the association, the conspiracy 


27 Eastern States Retail Lumber Dealers’ Association v. U.S., 234 U.S. 600. 
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to accomplish that which was the natural consequence of such action may 
be readily inferred. 

The right of any dealer, individually and personally, to refrain 
from buying from a vendor because the latter, by his manner of 
selling to the dealer’s natural customers or to the competitors of 
his customers, undermines his trade is specifically and directly 
affirmed in the case of the Federal Trade Commission v. The Ray- 
mond Brothers Company.”* 

On the basis of the Eastern Lumber Dealers’ case it would seem 
certain that the activities of the several wholesale groups which 
we are studying are illegal. But it may be argued that a no man’s 
land of considerable extent exists between the perfectly legal act 
of a wholesaler who individually refrains from buying from a 
manufacturer who is undermining his market and the entirely 
illegal combination of the lumber dealers through a boycott to 
prevent wholesalers from doing the same thing. It is reasonable 
to assume that part of the activities lying in this area may be legal 
and that part of them may be illegal. 

In endeavoring to prevent sellers from undermining their mar- 
ket, buyers—whether they act as individuals or collectively 
must perform two sets of acts. In the first place, information as 
to the selling and pricing policies of each vendor must be collected. 
In the second place, either the individual buyer or the group of 
buyers must refrain from purchasing from sellers whose policies 
are unsatisfactory. It might be argued that the mere collective 
gathering and dispensing of such information are less subject to 
legal stricture than actual combined refusal to buy or than active 
group inducement to such refusal on the part of the individuals 
composing the group. 





28 263 U.S. 565. The Raymond Co., a wholesaler, refused to buy from a manu- 
facturer who sold to a local chain store at the same price at which he offered goods 
to the wholesaler. The Court said “‘a wholesale dealer has the right to stop dealing 
with a manufacturer for reasons sufficient to himself because he thinks the manu- 
facturer is undermining his trade by selling either to a competing dealer or to 
a retailer competing with his own customer. A different case would be presented 
if the Raymond Company had combined and agreed with other wholesale dealers 
that none would trade with any manufacturer who sold to other wholesale dealers 
competing with themselves or to retail dealers competing with their customers.” 
The Court held that the Raymond Co. had violated no law. 
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Certain remarks of the Court in the Maple Flooring case” give 
ground for the contention that a boundary between legality and 
illegality might be established along these lines. In this case a 
group of manufacturers of maple flooring, organized as a trade 
association, collected and disseminated among the membership 
current information as to cost of production, amount produced, 
stocks on hand, and other similar information. The Court held 
that these activities in and of themselves were entirely legal. The 
language of the Court in this case seems to establish the following 
propositions :°° 


29 Maple Flooring Association v. U.S., 268 U.S. 563 (decided in 1924). 

3° The decision read in part: ‘“The Sherman Law neither repeals economic laws 
nor prohibits the gathering and dissemination of information. It was not the purpose 
of the Law to inhibit the intelligent conduct of business operations nor do we con- 
ceive that its purpose was to suppress such influences as might affect the operations 
of commerce through the application to them of the individual intelligence of those 
engaged in commerce enlightened by accurate information as to the essential ele- 
ments of the economics of a trade or business however gathered or disseminated. 

“We do not conceive that the members of trade associations become [unlawful] 
conspirators merely because they gather and disseminate information such as is here 
complained of bearing on the business in which they are engaged and make use of 
it in the management and control of their individual businesses. The natural effect 
of the acquisition of wider and more scientific knowledge of business conditions 
on the minds of individuals engaged in commerce and its subsequent effect in stabi- 
lizing production and price can hardly be deemed a restraint of commerce or if so 
not an unreasonable restraint. 

“Competition does not become less free merely because the conduct of com- 
mercial operations becomes more intelligent through the free distribution of knowl- 
edge of all the essential factors entering into the commercial transaction. Restraint 
on free competition begins when improper use is made of that information through 
concerted action which operates to restrain the freedom of action of those who buy 
and sell. 

“The sole question is whether the combination of the defendants in their associa- 
tion as actually conducted by them has a necessary tendency to cause direct and 
undue restraint of competition. In the absence of proof of agreement or concerted 
action having been actually reached or actually attempted, we can find no basis in 
the gathering and dissemination of such information by them or in their activities 
for the inference that such concerted action will necessarily result.” 

The italics in this quotation are mine. The Court thus distinguished the Eastern 
States Lumber Dealers’ case: “The unlawfulness of the combination [in the Dealers’ 
case] arose not from the fact that the defendants had effected a combination to 
gather and disseminate information but from the fact that the Court inferred from 
the peculiar circumstances of the case that concerted action had resulted or would 
necessarily result in tending arbitrarily to lessen production or increase prices.” 
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1. There is nothing inherently illegal in the collective gathering and dissemi- 
nation by competitors of facts concerning the business in which they are 
engaged. This is true even though the data thus collected and distributed 
are readily capable of such misuse by them as to create a net effect which 
is quite illegal. 

2. Such activities may become illegal when they have a necessary tendency 
to cause undue restraint of trade. This is true also if the circumstances 
and practices surrounding those activities are such as to give rise to the 
inference that they have such a necessary tendency. 

3. Such activities are illegal if there is proof of agreement or concerted ac- 
tion having been actually reached or attempted. 

One further question requires discussion: Is it contrary to the 
Sherman Law for a group collectively to gather such information 
and each individually to use it in the management of his business 
so long as there is no concerted inducement or pressure brought 
to bear to influence such individual decisions? 

It may be argued that any concerted fixing or raising of prices 
is at least as definitely an unreasonable restraint of trade as would 
be a combined refusal to buy from certain sources for the purpose 
of modifying their price structures or selling policies. There is 
nothing unusually heinous or socially detrimental about the ac- 
tivities in which the wholesalers are engaged or the possible ulti- 
mate effects thereof which should lead the Court to apply the law 
more rigorously to them than to those of the maple-flooring manu- 
facturers. 

It may be held not inconsistent for the Court to conclude that 
these wholesale associations may legally collect and disseminate 
to their members information concerning the selling practices and 
pricing policies of their sources so long as there is no clear evidence 
of the existence of a conspiracy unreasonably to restrain trade or 
any reasonable ground for inference that such concerted action 
will necessarily result from their activities. 

Certainly an individual wholesaler may legally collect such 
facts relating to his manufacturers. The proponents of this plan 
declare that it is difficult to see just wherein lies the illegality of 
the collective gathering of such data. Such knowledge as is here 
contemplated is claimed to be fully as necessary to the intelligent 
conduct of his business by a wholesaler as does information con- 
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cerning production costs, amounts produced, and stocks on hand 
in the case of a manufacturing establishment. The one has no 
greater possibilities of misuse than has the other. Nor are the 
consequences of such misuse more socially detrimental in the for- 
mer case than in the latter. If anything, the fixing of prices by 
sellers would be more immediately and directly socially detrimen- 
tal than would anything the wholesalers might possibly achieve 
by the plan described. 

If the Court were to take this view, the plan used by the hard- 
ware-jewelry group of wholesale associations appears to possess 
fewer features indicative of the existence of a conspiracy or from 
which the inference might be drawn that a conspiracy will neces- 
sarily result than does that employed by the Dry Goods Institute. 
The former plan involves merely the gathering of information and 
its dissemination practically verbatim as received from the manu- 



















facturers supplying it. 

The program of the Institute includes the collection of such 
information not only from the manufacturers themselves but 
from others as well, the checking of its accuracy, the analysis of it, 
and the reporting of it in a greatly modified form. It might be 
argued that the rating of sources and the alphabetical manner of 
reporting the ratings are susceptible of being construed to be a 
subtle form of suggestion or inducement to members to patronize 
only those sources in the earlier alphabetical designations or at 
least not to buy from those in ratings D, K, or X. 

The associations have still another line of legal defense. In its 
decision in the Cement Association case** the Supreme Court said: 



















3 Cement Manufacturers’ Protective Association v. U.S., 268 U.S. 588. This 
case involved the legality of a plan whereby each manufacturer of cement reported 
to the Association the following facts concerning each “specific job contract” which 
he negotiated: name and address of purchaser, amount of cement, price, delivery 
point, date of expiration of contract, cancelation, if any occurs. Such agreements 
were made between manufacturers and their contractor customers, and each cov- 
ered the cement needed on a specific job. The contract was subject to cancelation 
by the contractor but not by the manufacturer. It thus amounted to an option held 
by the contractor. Contractors habitually made several such contracts for each job. 
When prices declined, they canceled all of them. When prices rose, they took delivery 
on all of them. The Association checked the amount of cement needed for each job 
and reported to its members this information together with the data concerning all 
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In our view the gathering and dissemination of information which will 
enable sellers to prevent the perpetration of fraud upon them, which infor- 
mation they are free to act upon or not as they choose, cannot be held to be 
an unlawful restraint of commerce even though in the ordinary course of 
business most sellers would act on the information and refuse to make de- 
liveries for which they were not legally bound. 

We can not regard the procuring and dissemination of information which 
tends to prevent the procuring of fraudulent contracts or to prevent the 
fraudulent securing of deliveries of merchandise on the pretense that the 
seller is bound to deliver it by his contract as an unlawful restraint of trade 
even though such information be gathered and disseminated by those who 
are engaged in the trade or business principally concerned. 


The wholesalers point out that many manufacturers have been 
in the habit of selling goods to jobbers with the promise, either 
specific or implied, that they would not sell identical merchandise 
at the same prices to the wholesalers’ retailer customers. These 
understandings have been extensively violated by manufacturers. 
When the contract of purchase contained this specification, the 
wholesaler might sue for damages for such violation. This was 
likely to be expensive and unsatisfactory. When the contract did 
not include any specific clause on the subject, although it was 
entered into by the wholesaler on the basis of assurances of such 
price protection, it was to all intents and purposes obtained on 
the basis of fraudulent misrepresentations. If wholesalers can pro- 
duce sufficient evidence to establish the widespread prevalence of 
this deliberate misrepresentation by manufacturers of their selling 
policies in securing jobbers’ orders, it might be possible to defend 
this plan on the grounds set forth in the foregoing quotation from 
the Cement Association case. 

The final determination of the legality of these devices must 
wait until the Supreme Court speaks, if it is called upon so to do. 
In default of action which will necessitate such decision by the 
Court, the plan remains, for all practical purposes, perfectly 


specific job contracts made by all members on each job. The result, in the language 
of the Court, was that “‘padded specific contracts were cut down something less than 
two thirds of the total amount of the padding” in the first year during which the plan 
was operated. Obviously the manufacturers acted in unison on the information 
furnished. 
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legal.** If the matter is presented to the Court, there seem to be 
several grounds upon which it may hold these activities legal. 
These grounds seem to be somewhat more debatable in the case 
of the Institute plan than in that of the hardware-jewelry group. 

The passage of the Robinson-Patman Act injected a new ele- 
ment of uncertainty into the legal situation with respect to this 
movement. Certain of the preliminary drafts of this bill contained 
clauses specifically saving the functional discount from its pro- 
hibitions. These do not appear in the law as enacted. As a result, 
the entire legal status of this type of discount seems to be in 
doubt. 

Several portions of the law may be applied to it. Section 2(a) 
provides that it 
shall be unlawful for any person engaged in interstate commerce either 
directly or indirectly to discriminate in price between different purchasers 
of commodities of like grade and quality . . . . where the effect . . . . may be 
substantially to lessen competition or tend to create a monopoly . . . . or to 
injure, destroy or prevent competition with any person who either grants or 
knowingly receives the benefit of such discrimination or with customers of 
either of them. [Differentials] which make only due allowance for differences 
in the cost of manufacture, sale, or delivery resulting from the differing 
methods or quantities in which such commodities are to such purchasers 
sold or delivered [are permitted as is also the privilege of the seller to select 
his customers]. 

Section 2(d) makes it illegal for any person engaged in inter- 
state commerce 
to pay .... anything of value to or for the benefit of a customer in the 
course of such commerce as compensation or consideration for any services 
or facilities furnished by or through such customer in connection with the 
processing, handling, sale, or offering for sale of any commodities . . . . manu- 
factured, sold, or offered for sale by such person, unless such payment is 
available on proportionally equal terms to all other customers competing 
in the distribution of such . . . . commodities. 



































Section 2(e) makes it unlawful 
for any person to discriminate in favor of one purchaser against another pur- 
chaser . . . . of acommodity bought for resale . . . . by contracting to furnish 
or furnishing or by contributing to the furnishing of any services or facilities 








3? It is rumored that the Department of Justice has made a preliminary study 
of these plans and has tentatively found no fault with them. 
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connected with the processing, handling, sale, or offering for sale of such com- 
modity so purchased upon terms not accorded to all purchasers on propor- 
tionally equal terms. 

Section 3 prohibits any person engaged in interstate commerce 
to be a party to or to assist in any transaction of sale or contract to sell which 
discriminates to his knowledge against competitors of the purchaser in that 
any discount, rebate, allowance or advertising service charge is granted to 
the purchaser over and above any discount, rebate... . available at the 
time of such transaction to said competitors in respect of a sale of goods of 
like grade, quality and quantity. 

None of this has yet been interpreted. The Federal Trade Com- 
mission and the Department of Justice have promised tentative 
statements as to the probable attitude of the government toward 
it. Any decisions they may make are almost certain to be carried 
into the courts. There is no assurance that the Supreme Court 
will see eye to eye with these bodies in the matter. Until the 
Court acts, therefore, students of the problem as well as interested 
business men may tease their brains with questions such as these: 

1. Isasale made to a wholesaler consummated by a sufficiently 
“differing method” to enable a functional discount allowed to the 
jobber on it to escape the proscriptions of subsection 2(a)? 

2. If this be not the case, does a functional discount on such a 
transaction (a) “substantially lessen competition,” (6) “tend to 
create a monopoly,” or (c) “tend to injure, destroy, or prevent 
competition’’? 

3. Are the services performed and facilities furnished by whole- 
salers in “the sale or offering for sale” of a seller’s goods sufficient- 
ly distinctive so that a functional discount may be allowed on 
sales to wholesalers which need not be made equally available to 
retailer buyers in the manner designated in subsection 2(d) and 
(e)? 

4. Are chain stores, department stores, mail-order houses, and 
buying groups “competitors” of the wholesalers in the sense in 
which that term is used in section 3 so that a functional discount 
becomes the type of “discrimination” prohibited by that section? 

If we may take the manufacturers’ attitude as indicative of 
the legal status of the functional discount, the wholesalers seem 
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to have little to fear. In none of the trades which have developed 
and applied differential plans have the producers used the law as 
an excuse to withdraw the discounts allowed prior to its passage. 
They have not hesitated to cancel advertising allowances on this 
pretext. 

But commercial practice does not make law. It is not impossi- 
ble that the wholesaling groups which so strongly sponsored this 
bill will find themselves ensnared by the trap which they so care- 
fully set and baited to catch their particular wolf. 

The economics of the wholesale differential has been extensively 
debated both publicly and privately.*3 The basic question at issue 
is that of the functions which the wholesaler—independent-retailer 
distributive combination is equipped to perform in the marketing 
system and the effectiveness with which it is able to render them. 
This question also has been extensively debated, practically every 
text on marketing presenting its pros and cons and hardly an issue 
of a marketing journal, whether trade or academic, failing to pre- 
sent some material on the subject. It is not necessary, therefore, 
to go into the matter here. 

How effective is the plan likely to be? Its legal deficiencies have 
already been noted. Its practical difficulties are those of any 
scheme requiring coincidental but not concerted decision and 
action by many persons on a given set of facts. Co-operation 
among competitors is difficult to obtain even when those seeking 
it are at liberty to use every means of propaganda and promotion 
to achieve it. Here such means are proscribed. If any very high 
degree of uniformity of action results, it will be somewhat more 
than one would naturally expect. In this respect the plan of the 
Institute has very definite advantages over that of the hardware- 
jewelry group. 

In spite of all this the manufacturers seem to be worried. In the 


33 See Kenneth Dameron, American Marketing Journal, April, 1934; L. D. H. 
Weld, “Reports of Hearing on the Wholesaling and Distributing Code,” Printers’ 
Ink, May 31, 1934; “Reports of Hearing on Differentials,” ibid., March 12, 1935; 
several pamphlets available from the Wholesale Dry Goods Institute; and pamphlet, 
“Why Wholesalers Should Have a Differential,” available from the National Whole- 
sale Hardware Association. 
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drygoods business the Institute has to a very considerable extent 
concentrated its attention upon one line at a time.** It has issued 
classifications on three general lines of merchandise: hosiery, un- 
derwear, and piece goods. The latter group is divided into four- 
teen sublines such as bedspreads, blankets and comforts, dra- 
peries, towels and toweling, for each of which the primary sources 
are classified separately. In its recent classification work the In- 
stitute has been most active in the field of hosiery. The following 
list shows the classifications established for the manufacturers of 
this product investigated up to December 1, 1935: 


No. of 
Manufacturers 
9 
131 

9 
21 


61 


Classification 


5 saa IOI 
i oct fated ° 
Refusal to report. . 

Under negotiation. 
Sells direct to manufacturers 

Os once 


Total... 


It seems apparent that somewhat over half—170 out of 337— 
of the manufacturers in this field sell under some arrangement 
which is satisfactory to the wholesalers—the policies indicated by 
Class C or better. An informal analysis seems to indicate that 
rather a greater proportion of the large sources are to be found 
in Classes A-C than in the less satisfactory groups.*> This is true 
of other lines as well as of hosiery. 

During the period of the active development of this process of 
rating the primary sellers of hosiery, thirty-five of them so modi- 


34 All the facts and the analysis involved in the following discussion were kindly 
furnished by Mr. Flint Garrison. 
35 This analysis was highly informal, and too much reliance should not be placed 


upon it. 
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fied their selling policies as to change their rating. These changes 
were as follows: 


Classification No. of Firms 
AR eae ae Ree me 2 
oe oe ae os 2 
ce gin aas & an ener 3 
Negotiating toC........... I 
MT nce hh Sr ae 4ein e 10 
Me Sent akendehadwun ee 2 
K-negotiating.............. I 
BE Sora cece pas Nath os 2 
NR Ae Aiea ee drain cate 9 
SE ee eee 2 


Negotiating to A 


ME w.ctae aa Stace 


In all but two cases the revision resulted in the source being in 
a group more favorable to wholesalers than formerly. Twenty-one 
of these changes were into the A — rating—those selling to buyers 
other than wholesalers but under a separate brand. There seems, 
therefore, to be a fairly definite movement toward the policy of 
setting up special brands under which to sell either to wholesalers 
or to large-scale buyers or syndicate buyers. 

For underwear the ratings are: 


Classification No. of Firms 
I2 


A- ener vised a RC 
Beans awe ee a iatate wee a ia Va 
Be ot ae an owlaks PALS oo 6 
+ c —< 
D II 
K 





Pere 


In the piece-goods field the ratings shown in Table IV have 
been established. 

These analyses are of considerable interest in that they are 
indicative of the selling policies of the manufacturers in this field. 
The same thing is true of the information to be gained by an 
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examination of the data collected by the hardware-jewelry group 
of associations. 

The facts collected by this group are somewhat less susceptible 
of satisfactory analysis. The exact discount percentages allowed 
by each primary seller are reported. They vary widely. Hence a 
summary of them does not possess the preciseness which is char- 
acteristic of the summation of the drygoods ratings. At the same 
time it is possible to make an analysis of the hardware data that 
includes some indication of the relative importance in the trade 
of each of the several manufacturing firms dealt with in the re- 
port. The ratings given each firm by the Thomas Register of 
Manufacturers was obtained.** Sales practices were then analyzed 
in the light of these ratings. 

A total of 456 manufacturers of hardware products sent usable 
reports to the association. These were divided among the several 
Thomas ratings as follows: 


Rating No. of Firms 


Table V shows the results of this analysis. The following inter- 
esting features of this table may be noted: 


36 These ratings are on the basis of capital invested. They do not, therefore, indi- 
cate precisely the relative importance of the firms rated. But it is believed that they 
give a substantial basis upon which to form a tentative judgment on the matter. 


The ratings are as follows: 
Minimum Capital 
yer 

AAAA ; , P ... $1,000,000 
AAA.. ~ ; 500,000 
_ ; 300,000 
A , = 100,000 
iii, ; pamee 50,000 
Cc vate 25,000 
D Sanaa weeds : 10,000 
cisheticnktwnindak caus ; no estimate 


Rating 
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1. The rather large percentage of the primary sellers who do 
not sell direct to the several types of retail buyers. 

2. The uniformly favorable situation of the chain stores espe- 
cially with respect to the average differentials which apply to 
them and the percentage of the manufacturers who sell to them 
at the same or at a better price than that at which they deal with 
wholesalers. 

3. The apparent lack of any differences in the practices of the 
large and the small manufacturers. No definite trends seem to 
exist as we pass from the AAAA group to the lower ratings. 

Because of the specialized character of the manufacturing- 
jewelry business it does not seem worth while to use the Thomas 
ratings in analyzing the data for this trade. The questionnaire 
to jewelry manufacturers contained one very interesting question 
not included in any of the others: “What percentage of your 1934 
sales was made to wholesalers?”’ The following table summarizes 
the answers: 


Percentage of Sales No. of 
Made to Wholesalers Manufacturers 


QO-I00. . 
80-80. 
70-79. . 
60-69. . 
5°-59. 
40-49. . 
30-39... 
20-29... 


No sales... 
No report. . 


From these figures it is obvious that the wholesalers are not 
particularly strong in the jewelry field since over half of the manu- 
facturers—109 to be exact—-sell less than 50 per cent of their total 
volume to jobbers. It is also worthy of note that those manu- 
facturers who do make use of the jobber lean very heavily upon 
him, 56 per cent of this group practically confining their sales to 
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wholesalers. Table VI shows the selling and pricing practices of 
the 136 manufacturers who sell to wholesalers. 

There seems to be no very great consistency in the behavior of 
these manufacturers toward the several buying groups. For in- 
stance, although a smaller number of them refuse to sell to depart- 
ment stores than to any of the other three types of retailers—a 
fact favorable to that group—more of those who do sell such 
stores allow a differential to wholesalers below their prices to the 
department stores, and the average differential thus granted is 
greater than that to any other group. In general, the protection 


TABLE VI 
| 
| 


Mail-Order | Department 








Co-operative 
Number of Manufacturers Who Buying 
Groups 


Chains 





| 
| Houses Stores 
| 


Do not sell to. ... 99 | 8 58 
Sell at wholesale price to II : 18 
Have special brand for ‘ 6 
Sell wholesalers below price to 24 
Gave no report. 30 





Total firms. 136 : ‘ 136 


Average differential allowed 24.5% 








given to wholesalers appears to consist in refusing to sell to their 
mass-buying competitors rather than either allowing a differen- 
tial or developing special brands for them. The evidence is fairly 
definite that wholesalers are not so significant in this trade as they 
are in the hardware and drygoods fields. 

In the machinery and industrial-supplies trade the differential 
problem is somewhat different from that in the drygoods, hard- 
ware, and jewelry business. Here the distributors are interested 
in obtaining a differentia! between the prices at which manufac- 
turers sell to them and those at which they offer goods to indus- 
trial consumers. 

A total of 197 manufacturers answered the questionnaire. Of 
these 57, or 28.9 per cent, make all their sales to distributors while 
IOI, or 51.3 per cent, sell most, but not all, of their volume through 
distributors, and only 27, or 13.7 per cent, handle the bulk of 
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their goods directly to consumers. Four producers sell in equal 
amounts to distributors and consumers while 8 failed to report 
their practices in this respect. A total of 109 manufacturers report 
that they sell both to consumers and to distributors and allow a 
differential to distributors. On the average this allowance 
amounted to 27.9 per cent. None of the organizations except the 
Institute has issued any report of the changes made by producers 
in their sales policies in response to this movement among whole- 
salers. 

In conclusion, it may be remarked: (1) This movement is the 
result of certain changes which the events of the past twenty 
years have wrought in the selling policies and practices of manu- 
facturers. (2) The legal status of the plans which are now in opera- 
tion remains to be determined by court decision. Those engaged 
in carrying them out are subject to possible damages or penalties 
under both the Sherman Act and the law against libel. This legal 
confusion has been worse confounded by the recent passage of 
the Robinson-Patman Act, the language of which requires infinite 
interpretation. (3) The actual carrying-out of these plans involves 
a degree of concurrent but not actively concerted unanimity of 
decision and action among numerous competitors which is not 
often achieved. The attempt is being made, however, by groups 
which are remarkably compact and closely knit, staffed with a 
managerial personnel of most unusual ability and circumspection, 
and blessed with internal leadership of the highest intelligence and 
judgment. Most of the firms in these trades are old-established 
houses which have been in business for many years and which 
have for long been in the habit of acting together in association 
work. (4) There seems to be a tendency among manufacturers to 
take this movement rather seriously. 





THE THREE APPROACHES TO THE PROBLEM 
OF PRICE PREDICTION. III* 


E. W. PETTEE 


N CONSIDERING the underlying assumptions of the fore- 
casters of the wholesale price level as judged from a study of 
some one hundred and fifty separate predictions, it is helpful 

to think in terms of three general lines of approach. The first of 
these emphasizes above everything else the lessons of historical 
precedent and frequently makes use of elaborate statistical de- 
vices known as “chart barometers,” “empirical formulas,” or 
“index charts’; the second approach places major emphasis on 
monetary and credit considerations; and the third attempts to 
analyze the price situation directly from the side of commodities 
rather than from the side of the money in whose terms the prices 
of goods are expressed. 


HISTORICAL PRECEDENT AND PRICE FORECASTING 


The most obvious method of applying past experience to the 
problem of economic prediction consists merely of drawing direct 
analogies between the existing setting and that of some previous 
comparable situation, and estimating the dimensions of the cur- 
rent cycle on the basis of the span of some other cycle or average 
of cycles. Such a plan has its full quota of difficulties, for in all 
probability no two economic cycles are ever exactly alike. Allow- 
ance always has to be made for certain differences in the two situ- 
ations, and, if these differences seem to be more significant than 

* This is the last of a series of three articles. The first explained the general pro- 
cedure followed in rating the predictions and attempted to evaluate the longer-term 
forecasts. The second attempted to appraise the forecasts made within six or seven 
months of each of the seven turning-points in the wholesale price indexes which 
occurred between 1920 and 1929 inclusive. The present instalment examines the 
assumptions underlying the predictions as judged from the reasons offered by the 
services in support of the conclusions presented in the market letters. Inasmuch as 
the articles are in the nature of a summary of a much larger and more detailed study, 
it has seemed best not to consume the limited space by giving complete references to 
the scores of predictions evaluated. 


347 
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the elements of similiarity, the method of direct historical analogy 
immediately loses its appeal. 

That the forecasters as a rule were well aware of the limitations 
of this method is shown by the small number of occasions on which 
they openly applied it. As has been shown elsewhere, it was only 
in six out of thirty-two instances under observation that much 
reference was made to the history of prices in the formulation of 
the longer-range price predictions.“ Direct comparisons with 
supposedly comparable periods of the past were made even more 
sparingly by the forecasters of the short-term future, as may be 
judged in Table XX from the brevity of the list of instances when 
this technique seems to have been considered significant enough 
to warrant mention in the market letters. Direct analogy, then, 
apparently contributed to the success of four predictions (over a 
period of some six months in each case) and to the failure of three, 
but twice when the analogies suggested what proved to be sound 
conclusions, other considerations led the services to make oppo- 
site and less successful forecasts. 

A more favored method of applying past experience to forecast- 
ing is that of utilizing various statistical sequences or some other 
form of chart barometer. These empirical forecasting devices may 
or may not be rationalized. The popular general rule that the 
stock market forecasts the cyclical turns of business and prices, 
for example, has been defended logically as well as historically, 
but the rule probably would still be as popular without its logical 
explanation.” In the same way there has been no lack of reasons 
advanced for the tendency of the speculative and monetary fac- 
tors embodied in the Harvard Index Chart to foretell the trend of 
commodity prices; yet the chart itself was strictly a statistical in- 
vention based upon a painstaking testing of some fifty different 
statistical series against a commodity price curve.‘* The factors 
employed in the Brookmire barometers were likewise supposed to 


st See the first article of this series. 

Ss? See C. O. Hardy and G. V. Cox, Forecasting Business Conditions (New York: 
Macmillan, 1927), pp. 216-27. 

53 This goes back partly to the speculation theory but mostly to the interest- 
rate explanation. 
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have a logical connection with the price trend, but many others 
whose inclusion seemed quite as logical were excluded because, 
when tested mathematically, they did not have a close correlation 
with the changes in Bradstreet’s index of commodity prices. 


TABLE XX 








Hewprvur Use or ANALOGY Damacinc Use oF ANALOGY 





Service Technique Service Technique 





Babson’s, 

1920... .| Comparison with the post- ...| Analogy with other de- 
Civil War period sug- pression years suggested 
gested a major price re- an upturn between July 
cession and August (badly timed 
forecast) 


The 1906 parallel suggest- 
ed a drastic reaction, Comparison with the 1897 
but other factors led to parallel suggested a 
the opposite prediction moderate price advance 


Standard, 

Analogy with 1900, 1904, 1925....| Cycle history suggested a 
1908, and 1911 suggest- continuation of the rise 
ed a rise of about 10 per from four to six months 
cent beyond August, 1925 


Brookmire, 

1923....| Cycle history indicated 
that the period of rising 
prices would come to an 
end in a few months, but 
other considerations led 
to the opposite forecast 

















The forecasting services ordinarily did not count very heavily 
on such simple rules as the one relating to the stock market. It 
was commonly recognized that there was a certain element of 
truth in the general rule that stock quotations rise and fall some 
months in advance of cyclical changes in the commodity price 
averages, but there had been in the past a great many instances 
when that formula could not have been applied in actual practice. 
Especially during the 1920’s would it have been unfortunate had 


s4Ray Vance, Business and Investment Forecasting (New York: Brookmire 
Economic Service, 1922), pp. 84-90. 
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the forecasters stressed the stock market as the leading price 
barometer, for the turns of 1923, 1924, 1925-26, and 1927 all 
occurred in the commodity price indexes either at about the same 
time or before the turn in the securities market. 

Another of the less complicated statistical series which seemed 
to hold promise of becoming helpful in the prediction of business 
and price trends is the Harvard sensitive index. Like so many 
statistical “forecasters,” this series worked splendidly during the 
test period (1923 through 1925) but not so well thereafter. The 
sensitive index and the Bureau of Labor Statistics index moved 
downward together in 1926; and the former anticipated the 1927 
rise in the latter by only one month. In March, 19209, the sensitive 
index fell sharply, but this was negatived by a rise of appreciable 
magnitude that began in June. The index failed to reverse its up- 
ward trend until September, 1929.°° 

The more elaborate empirical forecasting devices began to at- 
tract favorable attention soon after the close of the World War. 
Along with the new developments in statistical technique which 
were being brought to light about that time, there arose a popular 
expectation that scientific forecasting was at last in the offing. 
Objective formulas, so the argument ran, would have the advan- 
tage of eliminating, or at least minimizing, that element of senti- 
ment and personal bias so hostile to the impartial scientific fore- 
cast. 

The majority of the forecasting services employed some sort of 
forecasting chart at one time or other, but the only ones that used 
and made definite reference to such devices in formulating their 
price predictions during the months included in this investigation 
were Babson’s, Brookmire, and Harvard. Of the three, the Brook- 
mire Service was most inclined to stand by the mechanical fore- 
casts indicated by its barometer; the Harvard Service often open- 
ly distrusted the predictions suggested by the position of the 
curves of its Index Chart, and on occasions apparently ignored 


55 For a detailed discussion of this index see S. J. Denis, “The Sensitive Price 
Index,” Review of Economic Statistics, February 15, 1932. 

s6 This was a selling point used a great deal by the Brookmire Economic Service; 
see, e.g., Vance, op. cit., p. go. 
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them. The Babson Service as a rule did not make much reference 
to the “Babsonchart” in connection with its price predictions. 
The chart supposedly played an indirect part in many of the fore- 
casts, however, for it contributed to the business forecasts, and 
Babson’s commonly assumed that prices would follow the course 
of business activity. 

The writer’s impression of the way the chart barometers func- 
tioned during the six-month intervals preceding the seven turn- 
ing-points is summarized in Table XXI*’ 

TABLE XXI 








Neutral or Not Mostly 


Mostly Helpful 


Mentioned 


Misleading 





Harvard, 1920 
Brookmire, 1920 
Babson’s, 1920 
Harvard, 1922 
Brookmire, 1922 


Babson’s, 1922 
Babson’s, 1927 
Brookmire, 1927 
Harvard, 1927 
Babson’s, 1929 


Brookmire, 1923 
Harvard, 1923 
Babson’s, 1924 
Brookmire, 1924 
Harvard, 1924 


Babson’s, 1925-26 
Brookmire, 1925-26 
Harvard, 1925-26 


Babson’s, 1923 
Harvard, 1929 











From this it will be seen that the chart barometers were helpful 
in seven instances, neutral or not mentioned in five, and mislead- 
ing in eight. They were typically helpful in 1920 and in 1921-22, 
misleading in 1923, 1924, and 1925-26, and either not emphasized 
or not used at all in 1927 and 1929. Such a record was not one to 
provide encouragement for the chartists, especially in view of the 
fact that the empirical formulas functioned best in the earlier 
periods rather than in the later ones. The tendency in 1927 and 
1929 for the forecasters to mistrust and even ignore the conclu- 
sions indicated by a mechanical interpretation of their chart 
barometers merely reflects a wholesome respect for the fact that 
those devices had frequently proved misleading ever since 1922. 

It seems one must conclude that the mechanical forecasting 

57 This is my grouping based entirely on the services’ own interpretations of what 
their charts foretold. If the services made no reference to their barometers, I as- 
sumed that no definite clue was taken from them. The Harvard final forecasts were 
significantly different from what the organization said the Index Chart indicated in 
both 1920 and 1929. 
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systems not only failed to approach the standard of excellence 
which had been indicated by projecting them backward over a 
period of years, but also failed to point definitely toward moder- 
ately helpful predictions in as many as 50 per cent of the instances 
examined. It may be added that not a single forecaster was 
definitely and consistently successful in making mechanical pre- 
dictions. 
THE MONETARY APPROACH 

It goes without saying that our theories have a definite fore- 
casting implication in that they assert that under certain condi- 
tions certain results tend to follow. As regards the price level, the 
central theory, of course, is the variously formulated, controver- 
sial, but time-honored quantity theory of money. The early writ- 
ers who published long-range price predictions, as we have seen, 
found it very hazardous to forecast on the basis of this theory be- 
cause of the difficulty of estimating both the supply of money and 
its future demand. One would naturally expect the practical ap- 
plication of the quantitative assumption to be all the more limited 
in the sphere of short-term prediction, for it is exactly in the short 
run that most of the elements assumed to remain the same are in 
reality most unstable. 

The interest rate, in particular, plays such a predominant part 
in certain of the monetary explanations of the price cycle that one 
is frequently all but asked to believe that the banks, through 
their control of the interest rate, possess a sort of push-button con- 
trol over the price level. Mr. Knut Wicksell some twenty-five 
years ago offered the following suggestive proposition: 

If, other things remaining the same, the leading banks of the world were 
to lower their rates of interest, say 1 per cent below its normal level, and keep 
it so for some years, then the prices of all commodities would rise and rise and 
rise without any limit whatever; on the contrary, if the leading banks were 
to raise their rate of interest, say 1 per cent above the normal level, and keep 
it so for some years, then all prices would fall and fall and fall without any 
limit except zero.* 

This theory, like so many others, did not point out the way to 
the forecasters so clearly as it might seem at first blush, for the 


58 “Tnfluence of the Rate of Interest on Prices,’’ Economic Journal, June, 1907, 
Pp. 213. 
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natural rate of which Mr. Wicksell spoke was that rate which 
would equalize the demand for real capital and the supply of sav- 
ings. Such a rate itself is supposedly unstable, and the only test 
offered for judging whether or not the bank rate was higher than 
the natural rate was to observe whether or not prices were rising. 
The reasoning back of this theory is closely identified with the 
quantity theory of money, for it is assumed that the banks, by 
raising or lowering interest rates, lend less or more—..e., it is by 
changing the amount of the circulating medium that banks 
through their control of interest rates bring about fluctuations in 
the price level.’? 

It is perhaps safe to say that most students of the price level 
grant that interest rates and the supply of money and credit may 
have a more or less direct bearing on prices even though they are 
not impressed with the significance of the quantity theory of 
money. One line of argument is merely that a collapse of the 
credit structure is bound to cause a business collapse, and if busi- 
ness declines, prices too are likely to be forced lower. Another type 
of reasoning especially popular among business men is that high 
interest rates lead to high costs and that high costs lead to high 
prices, the assumption being that what is true of relative prices is 
true also of the price level. 

From the reasons advanced in support of the predictions cov- 
ered in our appraisal the influence of the monetary considerations 
on the balance seems to have been as given in Table XXII. 

The most striking conclusion to be drawn from this is that the 
forecasters generally did not find in the monetary outlook any 
clear-cut guide to the future of commodity prices. On the con- 
trary, it seems quite evident that the analyses of money, credit, 
and banking policy pointed toward contradictory or neutral fore- 
casts fully half the time, for they were clearly helpful in only 
twelve instances and definitely misleading in seven out of a total 
of forty-one cases observed. The monetary approach apparently 
contributed largely to the success of the forecasters in 1920 and 


59 The writers who strongly urge the controlling power of the interest rate in- 
clude such authorities as Gustav Cassel, Irving Fisher, J. R. Commons, R. G. 
Hawtrey, and J. M. Keynes. These theorists differ, however, in their reasons why 
interest rates are so important. 
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1921-22, and to some extent in 1924; it was least helpful in 1923 
and 1925-26; and was mostly neutral or not thought significant in 
1927 and 1929. 

In 1920 most of the forecasters recognized the credit strain and 
the boosting of the rediscount rates as signs of an approaching de- 
flation of prices, and in 1922 likewise recognized the gold imports, 


TABLE XXII 








Neutral or Mostly 
Mostly Helpful Contradictory Misleading 





Gibson, 1920 Moody’s, 1920 
Brookmire, 1920 Bankers’, 1920 
Babson’s, 1920 Harvard, 1920 
Brookmire, 1922 Moody’s, 1922 
Gibson, 1922 Babson’s, 1922 
Harvard, 1922 
Standard, 1922 Brookmire, 1923 
Gibson, 1923 Babson’s, 1923 Harvard, 1923 

Gibson, 1924 Brookmire, 1924 Standard, 1923 

Standard, 1924 Babson’s, 1924 
Moody’s, 1924 
Harvard, 1924 
Brookmire, 1925-26 | Babson’s, 1925-26 
Moody’s, 1925-26 Standard, 1925-26 
Harvard, 1925-26 
Hamilton, 1925-26 
A. Hamilton, 1927 Babson’s, 1927 Moody’s, 1927 
Brookmire, 1927 
Harvard, 1927 

Standard, 1927 

A. Hamilton, 1929 Babson’s, 1929 Moody’s, 1929 
Brookmire, 1929 
Harvard, 1929 

Standard, 1929 











easy money, abundant credit reserves, and a favorable Federal 
Reserve policy as pointing toward a rise in prices. These signs, 
however, told nothing very definite concerning the timing of the 
turning-points. In 1924 the forecasters were somewhat less in- 
clined to stress the favorable credit and banking factors than in 
1922, and still less inclined in that direction in 1927. They 
stressed the unfavorably high discount rates in 1929 but insisted 
that the credit situation was fundamentally sound. 

Possibly it is significant that the monetary considerations 
proved most definitely misleading in 1923 and 1925-26—the very 
years when wholesale prices failed to follow the trend of the gener- 
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al price level as measured by Carl Snyder’s index. Far from being 
greatly impressed by the slight increase in the rediscount rate or 
by the deflationary open-market selling of securities by the Feder- 
al Reserve banks, the forecasting services in 1923 nearly all agreed 
that the credit and banking position of the country definitely fa- 
vored higher prices.® The policy of the central banks in 1925-26 
was again only very mildly deflationary, so that money was still 
comparatively plentiful and cheap, which explains the attitude 
of the services that the monetary factors indicated higher rather 
than lower prices. If one is willing to judge the forecasts on the 
basis of Snyder’s index in 1923 and 1925-26, the monetary ap- 
proach will be seen to have yielded fairly satisfactory results dur- 
ing the test period as a whole. On such a basis it proved helpful a 
total of sixteen times, misleading only three, but still neutral or 
contradictory twenty-two times. 

Aside from the years 1923 and 1925-26, the monetary consider- 
ations which tended to detract from a satisfactory prediction of 
the trend of wholesale prices consisted most often of wrong guess- 
es as to the course of discount rates, of too high estimates of the 
power of the Federal Reserve banks to cope with falling prices, 
and of wrong guesses concerning the effectiveness of changes in 
the money rate. Perhaps the most justifiable criticism of the 
services is that they assumed in 1929 that the credit and banking 
system was fundamentally sound chiefly because the reserve ratio 
of the Federal Reserve banks remained almost as large as in 1923. 
They were unimpressed by the fact that the loans and invest- 
ments of the member banks had increased by over fourteen bil- 
lions of dollars since 1923, i.e., at a rate of 6.5 per cent per year, 
which is twice the rate of increase of physical production during 
the same years. 

6° Total Federal Reserve credit outstanding decreased only by some fifty mil- 
lions of dollars during the first half of 1923, and bank loans and discounts continued 
to increase month by month. Nevertheless, a number of economists account for the 
1923 price decline, as well as for most of the fluctuations since then, on the basis of 
the discount policy and open-market operations of the Federal Reserve banks. Two 
examples are L. D. Edie, ‘‘Post-war Fluctuations in Wholesale Commodity Prices,” 


American Economic Review (suppl.), March, 1929, and R. G. Hawtrey, Art of Central 
Banking (New York: Longmans, Green & Co., 1933), pp. 207-20. 
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Although all the services took some account of the money and 
credit outlook part of the time, not one used this approach exclu- 
sively. Thomas Gibson probably stressed the monetary factors 
most consistently in connection with the short-term predictions, 
though the Harvard and Brookmire services ran him a close sec- 
ond. The Alexander Hamilton Institute, Babson’s, and the 
Standard services consistently took the credit situation into ac- 
count although in most instances such considerations seem not to 
have been the decisive ones so far as their predictions of the near- 
term price trend were concerned. Moody’s and the Bankers’ serv- 
ices for the most part avoided the monetary approach. 

As to the quantity theory of money, it deserves to be empha- 
sized that no forecaster attempted to make short-term predictions 
solely and frankly on the basis of that theory as did Professor 
Irving Fisher in his elaborate long-range forecast of 1912. Rather, 
the services were inclined to doubt the practical significance of 
that theory except to the extent of recognizing, in a very general 
way, that an abundance of money and credit tends in the direc- 
tion of better business and higher prices. Even those who stressed 
the causal significance of the monetary factor displayed little in- 
terest concerning the processes through which an increase in the 
volume of the circulating medium affects the price level. Most 
commonly they were content to look upon an increase in loanable 
funds as an indication of a better future demand for goods in gen- 
ecal, inferring that this better demand would lead to better prices. 

There have been instances, it is true, where forecasts apparent- 
ly failed because they were based too much on some grossly over- 
simplified concept of the quantity theory of money, but experi- 
ence had long since taught most forecasters that prices do not 
have to respond under all conditions to a change in the volume of 
money and credit available to business men. 

In general, interest rates were stressed far more than any other 
monetary consideration, although such relevant factors as the 
gold flow, bank reserves, and Federal Reserve banking policy 
were frequently mentioned. Much complaint was registered con- 
cerning the impossibility of predicting just what credit policy 
would be pursued by our banking authorities, yet little stress was 
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typically given such revisions of the Federal Reserve rediscount 
rates as did occur, and still less note was made of the open-market 
operations of the Federal Reserve banks. 


THE NON-MONETARY APPROACH 


It is scarcely necessary to emphasize at this point that it is not 
possible to draw a very sharp line between the “money” and the 
“goods” approaches to the problem of prices. Both sets of factors 
have to be taken into account in some measure by every com- 
plete explanation of the behavior of the general price level. The 
quantity theory of money as formulated by John Stuart Mill cer- 
tainly involves a supply-and-demand analysis in that the supply 
of goods is closely identified with the demand for money. Those 
who reject the quantity theory also commonly employ a supply- 
and-demand theory in that the particular money values making 
up the price level are made to depend upon the goods situation as 
well as upon changes occurring directly in the realm of gold. The 
various theorists, for example, are conspicuously in accord on the 
point that a general movement of prices may be initiated from the 
side of production in the event of an improvement in the efficiency 
of industry leading to an increased output of goods without there 
being any change on the side of money. 

Perhaps the strongest argument tending toward the conclusion 
that the key to the future of the price level in practice is more 
likely to be found in the supply-demand conditions of a number of 
particular commodities than from the side of money, is based on 
the fact that we generally talk in terms of wholesale commodity 
price averages rather than in terms of what can properly be called 
a general price level. In this view, even if one grants the validity 
of the quantity theory of money, that theory applied to actual 
prediction loses much of its force for the simple reason that many 
of the values exchanged against money are not included in the 
Bureau of Labor Statistics index. So long as our index is based on 
an average of a limited number of individual price quotations, it 
seems quite possible that major fluctuations in a few important 
commodities might, in certain instances, be sufficient to account 
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for the fluctuations in that index even though the value of money 
remains the same as before. 

Still another line of reasoning back of the notion that a fall in 
the price level may be traced to the side of goods is that a general 
depression in a money economy may result from a partial depres- 
sion through the operation of the forces of supply and demand. A 
surplus of goods in one field and a low price—so the argument runs 
reduce the demand of one significant group of consumers and 
make it impossible for others to sell commodities at normal prices 
where only normal production had taken place, and therefore the 
market becomes glutted, betraying all the evidences of a general 
overproduction with a general fall in prices. This view, commonly 
credited to Baron Tugan-Baranowsky,™ has been much in evi- 
dence as an explanation of the 1929-33 collapse of the price level.” 
The objection to such a theory is that depression does not neces- 
sarily have to spread to other industries, for it is possible that the 
money which consumers take away from the depressed industry 
will be transferred elsewhere, bringing prosperity and higher prices 
to some other industry. 

Whatever one may conclude as to the logic of the goods ap- 
proach to an analysis of the wholesale price level, there can be no 
doubt but that the forecasters usually resorted to it. The writer’s 
impression of the influence of this general approach on the success 
of the forecasts of the test period is summarized in Table XXIII. 

From the reasons given by the services for their predictions, 
then, such non-monetary factors as were mentioned pointed in the 
direction of helpful predictions a little more often than in the op- 
posite direction, the totals being 17, 12, and 12, respectively, for 
the helpful, neutral, and misleading goods arguments. 

Turning to the particular non-monetary considerations ad- 
vanced, one discovers that the forecasters prior to 1924 were fre- 
quently misled by the assumption that the course of wholesale 





& See H. L. McCracken, Value Theory and Business Cycles (New York: Falcon 
Press, 1933), chap. x 

* Thus Henry Clay, the British economist, argues that price declines in a few 
industries, such as agriculture, shipping, and textiles, led to the general price de- 
cline; see Sir Arthur Salter and others, World’s Economic Crisis (New York: Cen- 
tury Co., 1932), pp. 115-19. 
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prices could be judged from the level of the costs of production in 
what were considered “most lines.’ This general approach seems 
to have worked definitely to the detriment of the following serv- 
ices: the Bankers’ and Harvard services in 1920; the Brookmire, 
Harvard, and Standard services in 1923; and Moody’s service in 
1922 and 1927. The high-cost argument, on the other hand, 


TABLE XXIII 








Neutral or Mostly 
Mostly Helpful Contradictory Misleading 





Gibson, 1920 Babson’s, 1920 Harvard, 1920 
Brookmire, 1920 Bankers’, 1920 
Moody’s, 1920 


Harvard, 1922 Brookmire, 1922 Babson’s, 1922 
Moody’s, 1922 Gibson, 1922 
Standard, 1922 


Babson’s, 1923 Harvard, 1923 Brookmire, 1923 
Gibson, 1923 Standard, 1923 


Standard, 1924 Brookmire, 1924 Babson’s, 1924 
Gibson, 1924 

Harvard, 1924 
Moody’s, 1924 


Brookmire, 1925-26 | Babson’s, 1925-26 Harvard, 1925-26 
Moody’s, 1925-26 A. Hamilton, 1925-26 
Standard, 1925-26 


A. Hamilton, 1927 Harvard, 1927 Babson’s, 1927 
Brookmire, 1927 Moody’s, 1927 Standard, 1927 


A. Hamilton, 1929 Babson’s, 1929 
Brookmire, 1929 Moody’s, 1929 
Harvard, 1929 Standard, 1929 











proved helpful to the Standard Service in both 1922 and 1924. It 
was also put to good account by Babson’s and Thomas Gibson in 
1923, but these forecasters held that high costs argued against 
rather than for a rise in commodities in view of the tendency for 
mounting costs to encroach upon profits and therefore to discour- 
age business enterprise. In retrospect it seems surprising that any 
statistical service should have made such statements as that 
“higher wages have served notice that prices will go no lower,” 
for it was common knowledge before 1920 that costs, especially 
wages, tend to lag behind changes in the price level. 
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The services seem to have been much more successful in reason- 
ing from various international considerations to prices than they 
had been in reasoning from costs to prices. Babson’s, Brookmire’s, 
and Thomas Gibson’s services consistently took the changing 
European situation into account, and most of the other services 
stressed this factor from time to time. The Standard Service was 
the only one to take the position that foreign trade comprised 
such a small portion of our total trade as to be of little conse- 
quence so far as the American price level was concerned. Bab- 
son’s Organization was the only service to draw fallacious conclu- 
sions from its analyses of the foreign outlook more often than it 
drew correct ones. 

The European situation was interpreted for the most part as 
being a factor looking toward lower prices in this country, and it 
was stressed most often in the months preceding the various cy- 
clical downswings of the price line. The Brookmire Service, how- 
ever, placed some emphasis on the improving export trade early in 
the years 1924 and 1927. None based a forecast of an upturn in 
1922 to any considerable extent on this factor. On the whole, 
however, these international considerations proved helpful to the 
forecasters even though they threw no very definite light on such 
matters as the probable time and extent of the next price move- 
ment. 

A second application of the non-monetary approach to price 
forecasting which seems to have stood the test of prediction com- 
paratively well is the practice of reasoning from the outlook for 
special groups of prices to the outlook for prices in general. As 
nearly as can be judged from the forecasting letters, this general 
approach proved somewhat helpful in fourteen instances and mis- 
leading just half as often. It was especially helpful in 1922, 1924, 
and 1927, in which years most of the services were convinced that 
either raw materials or farm prices were bound for higher levels 
owing to evidences of shrinking supplies. Now and then, how- 
ever, the same argument was applied at the wrong time, account- 
ing for most of the bad predictions associated with the analyses 
proceeding from particular to general prices. Vague statements 
concerning evidences of a good or poor prospective demand for 
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goods were commonly made in connection with both the helpful 
and the misleading forecasts. 

It goes without saying that business psychology plays an im- 
portant réle in price movements, for in the last analysis credit ex- 
pansion, speculation, and indeed all buying and selling depend 
upon mental decisions. Many of the factors already considered— 
e.g., the volume of borrowing, the course of the stock market, and 
the size of inventories—may be said to throw light on business 
sentiment, but there is still a possibility that keen observers may 
be able to sense changes in the temper of the business community 
before it is reflected in the usual forecasting data. 

The forecasters, at any rate, frequently gave some weight to the 
more intangible psychological factors, apparently, on the bal- 
ance, to the advantage of the predictions. This is especially true 
in 1920, 1923, and 1925-26, when the services stressed to some ex- 
tent (but evidently not enough) such matters as the possible psy- 
chological effect of the Japanese crisis, the growing caution of 
dealers, the attitude of politicians in high places, the psychological 
effect of the change in the rediscount rate, and the possibility of 
borrowers taking advantage of easy credit. If one judges from the 
market letters, these attempts to gauge the mental reaction of 
business men proved more misleading than helpful only in one 
year, 1924, when three services argued that political uncertainties 
were tending to keep business sentiment extremely conservative. 
Certain services, of course, made wrong guesses concerning the 
probable behavior of business men in other years. A typical ex- 
ample is the Harvard argument in 1920 that a price decline would 
uncover a large potential demand; but the way it worked out was 
that business men were less willing and able to buy, once prices 
began to fall. 

Inventories in the hands of retailers proved to be a very poor 
guide to the price forecasters. From 1922 to 1928 most services 
held that buying in general was from hand to mouth and that in- 
ventories were, accordingly, of relative minor importance in the 
price outlook; but in 1929 four of them seemed all too confident 
that the absence of large inventories argued strongly against any 
important decline in prices. It is particularly to be noted that the 
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year which saw the inventories argument used to least advantage 
was the very year when the most data on the size of stocks were 
available. Evidently burdensome inventories generally have been 
quite as much the result of crumbling markets as the dominant 
cause of them. 

The price predictions were noticeably colored by the forecast- 
ers’ opinions concerning the state of business and its outlook, for 
the services usually assumed either that the price and business 
cycles were identical or that prices would follow the trend of busi- 
ness. In retrospect it is difficult to see how such assumptions 
could have been very helpful in view of the fact that business ac- 
tivity has not only failed consistently to move upward or down- 
ward ahead of prices but also failed to reflect the price trend at all 
in two post-war periods, namely, 1925-26 and 1927. 

E. W. Axe and Ruth Houghton have come to the conclusion on 
the basis of a statistical study that business activity normally be- 
gins to expand many months before an important upswing in 
commodities sets in, but that commodity prices usually begin to 
move down ahead of business.*? This rule applied mechanically to 
the test of prediction would also have proved misleading except in 
1922, for in 1924 prices and business turned upward at about the 
same time, and in 1927 there occurred no business recovery at all. 

Nevertheless, several of the forecasters managed to profit from 
the business-condition approaches in 1920, 1922, and 1929. In 
1920 Babson’s was impressed by the overextended business situ- 
ation, and Thomas Gibson saw in the declining profit margins a 
warning that a wave of cancelation of orders was in prospect. In 
1921-22 Harvard, Brookmire, and Babson’s felt fairly confident 
that the slight pickup in business was the beginning of an up- 
swing of the cycle; and in 1929 Moody’s, Brookmire, and Alexan- 
der Hamilton Institute all expressed the belief that the clouded 

6s “Records Show That Business Recoveries Precede Commodity Price Up- 
turns,” Annalist, July 18, 1930, pp. 102-3. The rule would have been definitely use- 
ful in predicting the post-war business recessions only in the 1920 instance. Axe and 
Houghton did not use the Bureau of Labor index in their demonstration. Even with 
their own data their formula is of little interest, for in eight of the twenty cases the 


lag amounted to one month or less, and in eight other cases the lag ranged all the 
way from eight to twenty-five months. 
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business outlook suggested lower commodity prices. The busi- 
ness-condition assumption, by the same token, proved misleading 
in 1923, 1924, and to some extent in 1926 and 1927. In 1923 the 
Harvard, Brookmire, and Standard services mentioned the in- 
creasing volume of business as a reason for anticipating firm or 
rising prices, Babson’s being the only forecaster to consider busi- 
ness overextended at that time. Babson’s and Standard both ex- 
pected a further business recession in 1923 to operate in the direc- 
tion of lower commodity prices, and Babson’s correct business 
forecast in 1925-26 and its incorrect one in 1927 both tended to- 
ward misleading price predictions. On the whole, we are forced to 
conclude that this general approach did not prove very helpful,and 
it does not seem to hold out much promise even in the light of the 
more complete statistical data now in the hands of the services. 

Still other considerations played some small part in several of 
the predictions. Chief among these were strikes, car shortages, 
seasonal price trends, the relation of the secular to the cyclical 
movement of prices, and the behavior of the price line itself. 
Strikes were mentioned by Babson’s and Gibson in 1920 as being 
factors tending to reduce purchasing power; and Brookmire in 1927 
held that the coal strike was likely to cause enough speculation to 
raise prices. Railroad-car shortages were occasionally mentioned 
by the Brookmire Service as tending to bring about shortages of 
goods and higher prices. Such an assumption pointed toward an 
incorrect forecast in 1926 and 1929. In 1923 Babson’s argued that 
the passing of artificial stimulants like car shortages made a de- 
cline all the more likely, but the Standard Service at the same 
moment held that the transportation difficulties might favor low- 
er prices by limiting buying for a time. In 1924 Brookmire offered 
the improved transportation outlook as a favorable factor. It now 
seems very unlikely that strikes and car shortages affected the 
price averages one way or the other. The forecasts on the whole 
seem not to have been any the better for having taken these fac- 
tors into account. 

The seasonal tendency of commodity prices to strengthen in the 
second half of the year was stressed advantageously in several in- 
stances. Babson’s and Moody’s looked for higher prices in the 
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second half of 1924 partly on this account, and Moody’s empha- 
sized this factor in connection with its forecast of the upturn of 
1927. Seasonal considerations seem not to have given any clue to 
the timing of any of the downturns of the decade. 

Several of the forecasters who were convinced that the long- 
swing trend of prices was downward argued from time to time 
that the line of least resistance for the short-term trend also was 
downward. Such a position proved helpful to Babson’s forecasts 
of 1923 and 1929 and to that of Moody’s in 1926; but it tended to 
mislead both Standard and Babson’s in 1927. 

There was some tendency for the forecasters to state more or 
less arbitrarily that a certain price level was or was not too high 
or too low. Thus Standard and Moody’s argued that the absence 
of price inflation in 1929 made a decline unlikely, and Harvard in 
1923 argued in a general way that prices were not too high. As a 
general rule, however, the services attempted to give more con- 
crete reasons for their forecasts. It is difficult to see any promise 
in this sort of approach. The popular rule that the momentum of 
any given price movement argues for its continuance obviously 
cannot help much when it comes to the prediction of turning- 
points. It seems quite probable, nevertheless, that the slackening 
of the rapidity of the various movements has been an important 
factor in shaping the shorter-term predictions, for the forecasts 
immediately preceding the turning-points usually were more ac- 
curate than those made several months prior to those turns. At 
any rate, the forecasters rarely mentioned this factor in their 
market letters. 

SUMMARY 

The comparative effectiveness of the statistical approach and 
the non-statistical approaches stressing the monetary and non- 
monetary factors during the seven test periods of six months 
each may be summarized briefly as shown in Table XXIV." 

64 It should be noted that these arguments are set forth as having pointed in one 


direction or the other. The final forecasts did not necessarily conform to any one or 
two of these considerations, for other factors may have been regarded as still more 


significant. 
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The majority of the forecasting services used some sort of math- 
ematical formula or forecasting chart at one time or another, 
although only three of them used and made definite reference to 
such devices during most of the months covered by this appraisal. 
These mechanical systems failed not only to approach the stand- 
ard of excellence which had been indicated by projecting them 
backward over a period of years, but also to point definitely to- 
ward moderately helpful predictions in as many as half the in- 
stances examined. They were typically helpful in 1920 and 1921- 
22, misleading in 1923, 1924, and 1925-26, and either not stressed 
or not used at all in 1927 and 1929. They tended to be either very 
good or very bad. 











TABLE XXIV 
, Mostly Neutral or Mostly 
Type of Approach Helpful Not Emphasized Misleading 
Chart barometers... ... 7 (35 percent) | 5 (25 percent) | 8 (40 per cent) 
Monetary arguments... .| 12 (30 per cent) | 22 (53 percent) | 7 (17 per cent) 
Non-monetary arguments} 17 (40 per cent) | 12 (30 per cent) | 12 (30 per cent) 














All the services made some use of the monetary arguments in 
formulating their predictions, but none used these exclusively. 
The forecasters often failed to see in the monetary outlook any 
clear-cut guide to the future of wholesale commodity prices. As 
nearly as could be judged from the market letters, the forecasters’ 
analyses of the money, credit, and banking factors proved defi- 
nitely helpful in twelve instances (over periods of six months in 
each case), misleading in six, and contradictory or neutral in 
twenty-two. Four of the misleading predictions occurred in years 
when the wholesale price indexes and Carl Snyder’s index of gen- 
eral prices moved in opposite directions. 

The non-monetary considerations as a class appear to have 
pointed more frequently toward some definite short-term forecast 
than did the monetary. The former apparently were helpful in 
seventeen instances, neutral in twelve, and misleading in twelve. 
It will be noted that this does not represent any improvement in 
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accuracy over the monetary approach, for the number of mislead- 
ing predictions kept pace with the increase in the number of help- 
ful ones. The specific non-monetary considerations most fre- 
quently identified with helpful predictions were international fac- 
tors such as price trends abroad, the foreign-trade outlook, and 
the prices and the outlook for the prices of particular groups of 
commodities such as agricultural products. The particular con- 
siderations most commonly identified with misleading forecasts 
were costs of production, the size of middlemen’s inventories, and 
the proposition that prices were or were not high or low enough to 
suggest an approaching change in trend. 

In general, then, this study suggests that the forecasters have 
been mostly right less than half the time in predicting the cyclical 
turning-points as much as six months in advance. These findings 
are decidedly less flattering to the services than one would have 
expected judging from the other (not comparable) appraisals of 
the predepression economic forecasts. They are not especially dis- 
couraging unless one has to assume that the layman is as much as 
half-right most of the time or mostly right half the time. 

On the whole, common-sense analyses stood the test of predic- 
tion a little better than empirical formulas, but neither the mone- 
tary nor the goods approaches yielded very encouraging results. 
In proceeding from the side of money and credit there was no way 
of telling to what extent, if at all, a given monetary stimulus 
would be reflected in prices; there was no way of telling how long 
a time would be required under a given set of conditions for that 
stimulus to make itself felt; nor was it possible to predict just 
what credit policy would be pursued by the banking authorities. 
Seemingly many of the misleading forecasts utilizing the goods 
approach were less excusable, for in this connection there was 
noted the use of various assumptions which have no foundation 
either in orthodox theory or in statistical research. For example, 
more than one service argued that prices could hardly fall until 
wages fell, although it is common knowledge that wages usually 
lag behind commodity prices. Others made much of the point 
that middlemen’s stocks did not appear to be burdensome, as 
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though inventories ever do seem burdensome until sales fall off or 
prices collapse. Still others were content to support their predic- 
tions with vague statements to the effect that the supply of goods 
exceeded demand. Nevertheless, the goods approach, like every 
other approach, falls down principally in that it provides no de- 
pendable positive guide to the near-term future of prices. Busi- 
ness sentiment, trends abroad, weather conditions, business ac- 
tivity, and the course of prices of sensitive commodities are all 
subject to change without notice; and even if they were not, we 
still have no adequate means of judging precisely their signifi- 
cance in any particular situation. 








SALES ANALYSIS FROM THE MANAGEMENT 
STANDPOINT—Continued 


DONALD R. G. COWAN™ 


HESE differences in volume per item and per interview 

were due both to the inherent characteristics of different 

products and the channels through which they were dis- 
tributed. Products G and I not only were sold and consumed in 
small quantities, but found a relatively large market in small 
stores. Chart VII illustrates the general tendency for distributive 
expenses to be higher on products sold in larger proportions to 
small retail buyers. These small buyers took almost 8 per cent 
of product G, 6 per cent of H, and 11 per cent of I, but not over 
3 per cent of A, B, and C or of the total wholesale volume, al- 
though they comprised one-third of all customers. While dis- 
tributive expenses for these products could be reduced by sus- 
pending solicitation of small dealers, these expenses would re- 
main higher than average because these products were sold to 
large dealers in smaller quantities than other products. 

It is sometimes possible to estimate the approximate cost of 
selling a major individual product included in a product-group. 
This may be done by expressing its volume at numerous wholesale 
establishments as percentages of the total group-volume and ob- 
serving the relationship between these percentages and the 
group’s expenses. For example, product-group G’s expense was 
lower wherever a certain major product made up a small propor- 
tion of the group’s volume, and the expenses tended to be higher 
where the proportions were higher. By measuring the relation- 
ship, it was possible, subject to the limitations of extrapolation, 
to estimate the approximate cost of distributing this individual 
product where it made up the entire volume of the product-group. 

It should be emphasized that changes in volume affect to a 
greater degree the unit expenses of some products. In the study 
described, there were differences in the volume-expense relation- 


Chief Statistician, Commercial Research Department, Swift & Co., Chicago, 
lecturer in marketing, Northwestern University. 
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ships of the nine product-groups. The explanation is that the 
wholesaling of some products necessitates relatively larger fixed 
expenditures, and, as a consequence, larger volume reduces unit 
expenses more rapidly. This was especially true of product- 
groups A, B, D, E, and F. For products such as group I, which 
require new expenditure of effort in order to obtain new customers 


CHART VII 


PROPORTION OF Eacn Prevuct’s SALES TO SMALL RETAIL CUSTOMERS 
AND EXPENSE OF WHOLESALING; THREE Meat WHOLESALERS 
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and new volume, unit expenses are less affected by larger volume. 
Obviously the responsiveness of unit expense to volume changes 
in conjunction with that of consumption to price changes may 
influence wholesaler’s profits on individual products. From a 
short-time point of view, products requiring a relatively greater 
proportion of direct expenses will be subject to a smaller degree of 
price cutting as a method of increasing their volume. 

From the long-range standpoint, either the average or the low- 
est product-distribution expense of a group of wholesale establish- 
ments offers a more reliable basis for formulating a sound pricing 
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policy than the expenses of one wholesaler. Where the expenses 
of wholesaling a certain product-group are higher than normal, 
an increase in price to cover this expense would reduce its volume 
and cause further misalignment. On the other hand, a reduction 
in price might increase volume and cause a more than propor- 
tionate decline in unit expenses. 

The foregoing analysis leads to a clearer understanding of why 
recurrent “drives” or special campaigns are required in order to 
increase the volume of certain products. When salesmen’s per- 
formance is measured by their total volume of sales, their efforts 
tend to be concentrated on the products sold in large volume per 
item and to the same dealers. The volume of product-group I, 
which was sold in small amounts and to different classes of re- 
tailers, may be increased substantially only by inducing special 
effort to find new customers. These campaigns, if carried to ex- 
tremes, may adversely affect the sales of other products. They 
provide a striking illustration of the fact that products sold at 
wholesale are not joint products, even though some of their ex- 
penses may be incurred in common. They help to explain why 
specialists in selling certain goods may compete successfully with 
purveyors of large families of products. 

In this section, the major premise has been that a product’s 
sales rates depend not only on its own characteristics in relation 
to the market, but also on the degree to which its distribution 
conforms to that of other products of the same firm. Where per- 
fect conformation takes place, the selling of an additional product 
should, within limits, bring about substantial economies. How- 
ever, the selling of different products which, at first glance, may 
seem to incure distribution expenses in common, necessitates the 
utilization of wholesale facilities and personnel in varying degree 
on account of differences in their physical characteristics, hand- 
ling, volume per item and order, and distribution to different 
classes of buyers. As a consequence, the distribution expense for 
some products may be very much greater than for others sold by 
the same firm. This was illustrated by studies made by statistical 
and cost-accounting methods. 

When mark-up is based on average expenses for wholesaling a 
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family of products rather than on their separate expenses, mis- 
alignment of prices will cause undue losses or profits on different 
products and abnormal expansion or contraction of their separate 
sales volumes. This may aflect regional sales rates because the 
selling of relatively large amounts of a product which incurs low 
or high distribution expenses may cause average wholesale ex- 
penses to be abnormally low or high in different geographic areas. 
Other products, if erroneously priced in keeping with average ex- 
penses, will tend to expand or contract in regional sales volume to 
a greater extent than their true distribution expenses justify. 
Furthermore, the fact that the distribution of some products in- 
curs relatively larger amounts of fixed expense may result in 
different selling methods, varying gross and net profits, and differ- 
ent degrees of competition between products for the effort of 
salesmen and the attention of management. 


THE INFLUENCE OF MANAGEMENT 


The management of the marketing organization performs the 
function of co-ordinating the many influences upon the consump- 
tion rates of particular products. Its central motive is to satisfy 


the needs of various consumer groups in such a manner as to 
maximize its net return for the service rendered. In pursuing this 
end it may affect consumptive rates by choosing the characteris- 
tics and combination of products to be sold, directing effort to 
certain consumer groups, selecting wholesale and retail channels, 
modifying the policies followed in pricing its products, and the 
like. Through its decisions, therefore, management must be re- 
garded as a major general influence on sales rates. 

The ultimate success of management in maximizing net profit 
depends on how well the various influences exerted upon expenses 
and income are understood. Although effort of a given type is 
subject to diminishing returns when applied under a set of con- 
stant conditions and policies, this tendency may be postponed or 
accelerated by the adoption of new policies that are right or 
wrong. Research may be of substantial aid by revealing where 
effort may be exerted more profitably, such as on the more profit- 
able sizes and types of market outlets, or on the combination of 
products yielding the largest gross income in relation to the differ- 





CHART VIII 


RELATIONSHIP OF THE RATES OF EXPENSES, GROSS EARNINGS, 
AND NET EARNINGS TO TOTAL VOLUME 


(353 Meat Wholesalers—Based on Records for One Year) 
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Wholesalers’ volumes are grouped into widening classes to give practical effect to a ratio 
scale. For this reason, losses appear to be more frequent but tend to be counterbalanced by 
the association of profits with larger volume. 
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ent distributive expenses incurred. Research may also set forth 
certain general tendencies in net selling results (profits or losses) 
which management must encounter and, if possible, attempt to 
remold. The results of several broad studies of meat wholesalers 
serve the purpose of illustrating how various conditions may in- 
fluence the expenses, gross earnings, and net results. 

A primary aim of management is to obtain a sales volume suffi- 
cient to earn net profits. Chart VIII shows that wholesalers of 
large volume usually experience both lower expenses and lower 
gross earnings per volume unit.*? Furthermore, their expenses, as 
compared with those of small-volume firms, are more than pro- 
portionately lower than their gross earnings, with the result that 
net profits are greater. The marked effect of volume on unit 
expense is due to the fact that differences in volume are not ac- 
companied by proportionate differences in fixed expenses, and 
that, as a consequence, fixed expenses are smaller proportions of 
the total expenses of large wholesalers. 

The tendency for the gross earnings of large-volume whole- 
salers to be lower than those of small-volume wholesalers may be 
due partly to the relatively lower expenses, partly to selling in 
larger quantities, and partly to the selling of higher proportions 
of low-margin products. 

These tendencies portray the average effect of differences in 
the total volume of numerous wholesalers. They do not indicate 
the exact effect of increasing the total volume of each wholesale 
establishment because expenses and gross earnings are affected by 
many other conditions deserving of consideration. 

In the first place, the physical facilities of many wholesalers are 
not alike and incur different fixed expenses. As a consequence, two 
or more wholesalers may sell equal volumes and their variable 
expenses for selling, wrapping, shipping, and bookkeeping may be 
equal, but the ratios of total expense to volume will be higher for 
those bearing greater fixedexpenses. When the fixed physical facili- 
ties are larger and give rise to proportionately higher expenses, a 
larger volume must be sold in order to equate total expense ratios 

67 The writer wishes to recognize the collaboration of Mr. Walter G. Duncan not 


only in the analysis of some of these managerial problems but in the general applica- 
tion of scientific methods to the setting of sales quotas. 
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with those of wholesalers possessing smaller physical facilities. 
That is to say, the elasticity or responsiveness of expense to 
changes in volume is greater where, other things being equal, the 
physical facilities of wholesalers are larger. Within limits, these 
wholesalers have an incentive to expand volume. 

Where equal physical facilities and personnel command higher 
rents, salaries, and wages, a similar tendency to expand volume 
is likely to be found. Chart [IX and Tables XXXI and XXXII 
show that in selling insurance and goods at retail, higher rents 
and salaries are encountered in the larger cities. It is worth while 














TABLE XXX 


RELATIONSHIP OF TOTAL VOLUMES TO THE PROPORTIONS OF 
FIXED AND VARIABLE EXPENSES 


(Six Typical Meat Wholesalers) 




































































PERCENTAGE OF TOTAL 
WEEKLY TOTAL EXPENSE 
WHOLESALERS VoLUME 100 
(000 LB.) H ——— 
Variable — 
6 
Es fartnns cuese 90 54 46 ; 
3 SOS ys ; 130 53 47 — 
Sl ) Sears 175 47 53 — 
(2 eee eee 350 59 
=~ 
to consider how this tendency combines with others in making _— 
location in cities of different size an important consideration of 
wholesale management. 
P ° ° eee 
For the purpose of illustration, seventy-eight meat wholesalers to 
were selected in whose selling areas farm people comprise less than 
10 per cent of the total population in their respective marketing T 
Cities 


areas. In Table XX XIII several tendencies may be observed. 
First, wholesalers located in the larger cities usually serve mar- 
ket areas containing a greater total population. This enables them 
to sell very large total volumes. 
Second, each wholesaler’s volume does not vary in proportion 
to the population served. Per capita sales are lower in the larger 
cities because competition tends to be more severe. Further- 











68 ED. R. G. Cowan, “Sales Analysis from the Management Standpoint,” Journal 
of Business of the University of Chicago, IX, No. 1 (January, 1936), 64-67. 








CHART IX 


INSURANCE CASHIERS’ SALARIES PER MONTH, AVERAGE RENT PER 
SQUARE Foot, AND POPULATION FOR NINETY-SIX 
UnitTep StaTes CITIES 
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Population in ooo—ninety-six United States cities 


This chart is based on data contained in H. E. Niles, “Rents and Salaries in Ninety-six 
Cities,” Harvard Business Review, II (January, 1928), 194-97. 
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more, the differences in per capita sales due to competition are 
accentuated by the fact that, where headquarters cities are small, 
the neighboring cities and towns usually comprise a larger propor- 
tion of total population served. 

Third, expenses per hundredweight in the largest cities, de- 
spite the many times larger volume, are only 8 per cent less 
TABLE XXXI* 

PAY-ROLL AND TOTAL EXPENSES IN ALL RETAIL STORES 

















: Percentage | Percentage 
Size of City Net Sale et of | Pay-Roll | ‘pay-Roll | Total Ex- 
m)loyees per Em- 
(Population) per Store por Store pleyess of Net pense of 
Sales Net Sales 
More than 30,000. ...| $41,708 4.1 $1,256 12.3 24.7 
10 ,000-30,000....... 35,265 2.9 1,089 10.3 20.3 
Less than 10,000..... 21,329 1.7 929 7.3 14.5 
§,O000-10,000........ Oe Gt res ee i Ma | Biivwa<wacen 
6, 900-S,008......... 28,607 |..... = 8.4 
I ,000-2,500......... 24,800 |... Ragas : 7.3 etand aie eid 
Under 1,000......... a ee | nda cee fw Sere 














* Adapted from United States Census of Retail Distribulion, 1929, 1, Part I, 960, 972, 975, and 978. 


TABLE XXXII* 
PAY-ROLLS AND TOTAL EXPENSES IN RETAIL FOOD STORES 

















. Percentage | Percentage 
Size of City Net Sales | Number of} Pay-Roll | 3.5.noll | Total Es- 
r Employees per Em- “ 
(Population) per Store nef e nica of Net pense of 
— _— Sales Net Sales 
More than 30,000... .| $24,887 1.7 $1,158 7.9 15.9 
10 ,000-30,000....... 25,921 1.8 987 6.8 13.9 
Less than 10,000.....| 17,672 1.2 880 5.8 12.0 

















* United States Census of Distribution, 1929, I, Part I, 960, 972, and 975. 


than in the smallest cities. Disregarding location, Chart VIII in- 
dicates that a corresponding range in wholesale volume is asso- 
ciated with a difference of more than 30 per cent in expense. 
Clearly, the higher level of expenses in large cities tends to offset 
the effect of large volume. 

Fourth, gross earnings per hundredweight in the largest cities 
are 17 per cent less than in the smallest cities. Again using Chart 
VIII for comparison, the difference between the gross earnings of 
wholesalers having similar volumes is less than 4 per cent. Since 
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differences in competition, size of orders, volume of various prod- 
ucts, and other conditions which tend to cause wide variations in 
gross earnings are minimized by selecting these wholesalers on 
account of their restricted marketing areas, it seems logical that 
prices and gross earnings per hundredweight are lower, in order 
to bring about the larger volumes which high levels of expense 
necessitate. 
TABLE XXXII 


THE SIZE OF THE HEADQUARTERS CITY AND ITS RELATIONSHIP TO 
SALES VOLUME, EXPENSES, AND EARNINGS 


(Seventy-eight Meat Wholesalers—a Typical Year) 














Size or Heapquarters City (PopuLation) 
Less than 100,000- 500,000 
100,000 500,000 and over 
Number of wholesalers. ........... 43 26 9 
Average population (000): 
Headquarters city.............. 47 219 1,821 
A EE 112 281 2,124 
Percentage of population outside of 
headquarters city............... 58 22 12 
Index ratios: 
Volume per wholesaler. ..... sta 46 108 788 
Sales per capita........... sat 414 385 371 
Gross earnings per cwt. ........ $1.11 $0.95 $0.92 
eee 1.10 1.05 1.01 
Net earnings per cwt. ..... cone 0.01 — 0.10 — 0.09 














Finally, net earnings per hundredweight tend to be lower in 
the large cities. From this, it seems logical that prices and gross 
earnings per hundredweight tend to be lower in large cities in 
order to expand volumes. The large volumes which are facilitated 
by the dense population of urban marketing areas are necessary 
not only to utilize fully the larger facilities but also to offset the 
additional burden of higher levels of expense, including rents and 
salaries. Consequently, wholesale net profits, in relation to vol- 
ume, tend to be lower than those in small cities. 

Besides the tendencies associated with location, there are others 
with which management must reckon in co-ordinating earnings 
and expenses to best advantage. In more general studies of three 
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hundred and fifty-three meat wholesalers, the effects of eight fac- 
tors upon expenses and gross earnings per hundredweight are 
examined by correlation methods. The factors are: percentage of 
urban population, total volume, number of salesmen per million 
people, percentage of chain stores of total retail outlets, and the 
percentages of four product-groups A, B, C, and D. 

Table XXXIV indicates that, with one exception, these factors 
affect both expenses and gross earnings in the same direction. 
When certain products or conditions beget high or low expenses, 
gross earnings tend to be correspondingly high or low, presumably 
TABLE XXXIV 


ASSOCIATION OF EACH FACTOR’S EFFECT ON GROSS EARNINGS 
WITH ITS EFFECT ON EXPENSES OF WHOLESALERS 


(Expenses per Hundredweight) 
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ee eee Wubaile se eae Salesmen per million people 
Percentage product-group A 
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Negative... .. .| Total volume 
Percentage chain store Percentage urban population 
Percentage product-group C 
Percentage product-group D 











as a natural result of competition. The exception is the tendency for 
a high percentage of urban population to raise expenses and reduce 
gross earnings when total volume remains constant, which is in 
accord with the results of the previous study of the influence of 
location in cities of varying size. This adverse effect on net re- 
sults is partly offset by very large wholesale volumes. 

In gaining an understanding of these tendencies, management 
should consider not only the direct relationship of each factor, 
when others are constant, but also the interrelationships between 
them. Some examples may be given. Larger volumes and the em- 
ployment of more salesmen are directly associated. However, if 
the number of salesmen is increased, at the same time assuming 
volume to remain constant, it is quite understandable that ex- 
pense and earnings per hundredweight would increase. Further- 
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more, the number of salesmen is associated with the relative sales 
of each product expressed as a percentage of total sales volume. 
Again, it is worth knowing that high proportions of product-group 
A, which tends to increase the rates of earnings and expense, are 
more often found where the wholesaler’s volume is small and his 
market is less urban in nature. On the other hand, product-group 
C is usually a higher proportion of the total sales of large whole- 
salers in urban areas. 

While a knowledge of these average tendencies may aid in more 
intelligent management, the entrepreneur desires to know wheth- 
er gross earnings will be increased more or decreased less than 
expenses by increasing or decreasing important elements, such as 
volume, the relative sales of different products, or the number of 
salesmen. This may be determined by comparing the correspond- 
ing tendencies in gross earnings and expenses associated with each 
element. As in Chart VIII, other influences may be ignored in 
making each comparison or they may be held constant as in the 
correlation studies. A further method is to study the tendencies in 
net profits and losses. In applying this method to the meat whole- 
salers, the same factors are used as in the preceding correlation 


studies of gross earnings and expenses. Several general observa- 
tions deserve consideration. 

First, Chart X shows that the measured influence of each fac- 
tor when the others are held constant corresponds very closely to 
the difference between its influences upon expenses and gross 


earnings. 

Second, the two most important influences are the percentage 
of urban population and total volume. The tendency of the for- 
mer to reduce net profits is more powerful than the tendency of 
the latter to increase them, thus confirming the results of the pre- 
ceding studies with regard to location in cities of different size. 

Third, the selling of relatively greater amounts of product- 
group A contributes more to the net profits of wholesaling than 
product-groups B, C, or D. However, a large volume, no matter 
how composed, is extremely desirable. 

Fourth, where chain stores are relatively important, they tend 
to reduce net profits because they reduce gross earnings more than 
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they do expenses. It is possible, of course, that this tendency may 
be offset by selling a sufficiently large volume to these stores. 
Fifth, the average effect of increasing the number of salesmen, 
when volume and other influences are held constant, is to reduce 
the rate of net profit. Instead of indicating that salesmen should 
be eliminated, this means that when more salesmen are employed 
in order to expand volume, the expenses per hundredweight are 
increased more than the gross earnings per hundredweight. The 


CHART X 


CORRELATION OF Eacu Factor’s EFFEcT CN NET RESULTS WITH THE 
DIFFERENCE BETWEEN ITs EFFECTS ON Gross EARNINGS 
AND EXPENSES 
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greater volume, however, may increase the total net profits. This 
illustrates the importance of not overlooking the fiction of con- 
stancy of other influences in interpreting each of the relationships 
found in this and preceding studies. 

In these studies, each tendency found in the rates of expense, 
gross earnings, and net earnings is merely the average influence 
of some factor as it varies in importance among many wholesalers. 
The suggestion that, from these analyses, an ideal combination 
of these elements might be developed is impractical. For instance, 
it might be argued that a wholesaler selling an average total vol- 
ume could maximize the spread between gross earnings and ex- 
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penses by making certain that the volume is composed of definite 
proportions of different products. Such a straitjacket procedure 
might reduce net results because the proportions suggested would 
not correspond to the vagaries of consumer demand, not to men- 
tion rents, salaries, and other expenses and conditions encoun- 
tered in each wholesaler’s market area. Management’s function 
is to fit the controllable factors to each particular set of market 
conditions, giving them more or less force than their average in- 
fluence in each case. It is not surprising, therefore, that there 
should be a major residual element in these studies of wholesale 
expenses, gross earnings, and net earnings, which the factors used 
do not explain and which, in the absence of other known factors, 
represents the influence and success of management in seeking the 
most profitable combination of the elements in each wholesale 
organization. 

A knowledge of these average tendencies may, nevertheless, 
enable management in each instance to alter the combination of 
factors more deliberately and intelligently. As an example, let 
us suppose that the advisability of increasing a wholesaler’s vol- 
ume is being considered. As previously discussed, the effect of a 
larger volume on expense cannot be determined exactly from the 
average tendency as between wholesalers of different volumes. 
Nor will the relationship, shown in Chart XI, between changes in 
the volumes and rates of expenses of numerous wholesalers serve 
as a guide because the differences in their fixed expenses, size, 
volumes, and other characteristics render it merely an average 
tendency inapplicable to the given establishment. 

Accordingly, each wholesaler may obtain guidance by observ- 
ing the effect of past volume changes on the rates of expense of his 
own organization. If it is possible to allow for different levels of 
expense and other similar influences, he may judge the degree to 
which the increased volume may reduce his rate of expense. 
Since these allowances are difficult to make, the better procedure 
is to estimate separately the rates of fixed and variable expenses 
for added portions of volume and then combine them to obtain 
estimated rates of total expense. Except in extreme cases, the 
rates of fixed expense decline with each increase in volume. On 
the other hand, different variable expense rates tend to increase 
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because each successive addition of volume usually requires pro- 

portionately greater expenses for selling, advertising, and other 

effort on account of their tendencies to diminishing returns. The 

extent to which fixed and variable expense rates counterbalance 

each other determines the degree to which the total expense rates 
CHART XI 


RELATIONSHIP BETWEEN THE RELATIVE CHANGES IN VOLUME AND 
EXPENSE RATES OF NUMEROUS MEAT WHOLESALERS 
DuRING A FIvE-YEAR INTERVAL 


Percentage change in expenses per cwt. 
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respond to changes in volume. These rates may even increase 
when the expansion of volume is carried beyond certain stages. 
Management may greatly influence those rates. The additional 
volume may be sold by more salesmen or more advertising or by 
different combinations of these and other forms of effort. Since 
these expenses are of different amounts and are at different stages 
of diminishing returns in every organization, the making of a 
choice between them exercises a definite influence on ultimate 
profits. The development of new plans and the direction of effort 
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to chosen outlets or markets may so completely arrest these ex- 
pense tendencies that added volume may be obtained with less 
effort and expense. The ability of management thus becomes a 
very important influence upon the degree to which the volume of 
each marketing unit may be profitably expanded. 

Management’s influence upon the results of expanding sales is 
by no means limited to the expenses associated with total volume. 
Since this quantity is not homogeneous, a choice of products to be 
sold must be made. Hence, the effect upon expenses of varying 
the quantities of different products must be considered. Study of 
the expenses allocated to them in the preceding study of product- 
selling costs indicates that some products require relatively more 
fixed selling expenses than others, and, hence, their selling expense 
rates are more elastic. This was clearly indicated by the effect 
of varying proportions of products upon expense when total vol- 
ume is constant. Other things being equal, volume composed en- 
tirely of product-groups A and B incur higher than average selling 
expense, while the reverse is true of product-groups C and D. 
Partly because of their distribution through different retail chan- 
nels, the former incur relatively greater variable expenses, and 
their wholesale expense rates are likely to respond less to changes 
in their volume. However, no attempt has been made to estab- 
lish an average expense-elasticity based on changes in each prod- 
uct’s volume in the wholesale establishments studied. From a 
practical standpoint, it must remain the function of each whole- 
saler to evaluate intuitively and by experimentation the respon- 
siveness of expense rates to changes in total volume and the vol- 
umes of different products under both the temporary and perma- 
nent conditions connected with operating a selling unit in a par- 
ticular area. 

Management may choose to expand volume by reducing prices 
rather than by increasing the expenditures of various kinds of 
effort. This decision usually affects gross income as well as vol- 
ume. When wholesalers pay a uniform price for a product and 
each sells it at a different price, the effect is reflected fairly accu- 
rately by variations in their gross margins and per capita sales. 
Table XXXvV illustrates this tendency. 

A similar inverse relationship was found between the per capita 
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total sales of all products and the average gross margins of these 
wholesalers. Furthermore, examination over a six-year period re- 
veals that wholesalers who have high gross margins and low per 
capita sales often have declining trends in margins and rising 
trends in per capita sales. Conversely, wholesalers who have low 
gross margins and high per capita sales frequently show rising 
trends in margins and declining trends in per capita sales.*® How- 
TABLE XXXV 


RELATIONSHIP BETWEEN THE GROSS MARGINS AND ANNUAL 
PER CAPITA SALES OF FOUR PRODUCTS 


(300 Wholesalers) 
































No. oF Per Capita Gross Per CapITa Gross 
SALES PER CAPITA WHOLE- SALES MARGINS SALES MAarciIns 
SALERS (Units) Per UNIT (Units) PER UNIT 
Product A Product B 
eer 84 II 2¢ 14 1¢ 
Ds tice nen acad 126 5 4 7 3 
hee ed go 2 5 2 4 
| 
Product C Product D 
ts ag acne onaieinnale 84 34 2¢ 46 8¢ 
eee 126 9 3 26 10 
rer ae go 2 6 13 14 














ever, these are average tendencies which do not show the exact 
effect of varying prices upon sales and gross earnings under the 
operating conditions of a particular wholesaler. For the same 
reason the tendency shown in Chart VIII for large-volume whole- 
salers to have low rates of gross earnings does not prove that a 
wholesaler could expand his volume to the same amount by de- 
liberately reducing selling prices and margins to the same level. 
From previous studies we know that many systematic tendencies 
explain the differences in the volumes and gross earnings of whole- 
salers. These include controllable, partly controllable, and un-con- 


69 This is an illustration of the dynamic process of leveling or convergence of 
business phenomena. See Horace Secrist, The Triumph of Mediocrity in Business 
(“‘Northwestern University Business Studies’’ [Bureau of Business Research, North- 
western University, 1933}), chap. ii, pp. 7-45. 
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trollable influences such as salesmen, advertising, cities and mar- 
ket areas covered, products handled, competition, prices, selected 
or unselected outlets, and consumers differing in income and other 
characteristics. While knowledge of these tendencies is valuable, 
each wholesaler must study the elements in his own business such 
as the present degree of selling and advertising effort, the current 
levels of his selling prices and margins and of his per capita sales, 
the consumptive characteristics of his market, and competitive 
practices. Then he must decide to what extent changes in pricing 
TABLE XXXVI 


ADVERTISING AND NON-ADVERTISING AREAS—WILLING- 

NESS OF CONSUMERS TO PAY VARYING PRICE-PREMIUMS 

FOR A BETTER-QUALITY PRODUCT OVER PRICES OF COM- 
PETITIVE MEDIUM-QUALITY PRODUCTS 


(Based on Opinions of 771 Dealers) 

















PERCENTAGE WILLING To Pay 
Premiums IN Price Seem Fuses 
PER Ls. 

(In Cents) Areas of News- Areas of No 

paper Advertising Advertising 
o Additional... ... ia 100.0 100.0 
1 Additional... ... 66.4 51.0 
2 Additional. . . even 62.1 47.6 
3 Ageeeee.......-.. 41.6 29.3 
4 Additional... . a 25.5 14.5 
5 Additional... . II.2 8.2 
rere 4-3 2.7 
7 Additional... . 1.9 1.6 
IG Gade wacko | 0.6 0.6 








may affect his gross margins, volume, and (more important) the 
product of margins and volume, namely, total gross earnings. 
Based on the opinions of numerous retailers, Tables XXXVI, 
XXXVII, and XXXVIII indicate how the volume of a high- 
quality food may be affected by offering it for sale under different 
regional conditions at prices higher than those for competitive 
medium-quality products. 

When the premium in price is two cents, relatively more people 
will buy the better-quality product in the advertising and high- 
income neighborhoods. A reduction in the premium from two 
cents to one cent would widen its consumption to a greater extent 
in non-advertising and low-income areas. 
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Management desires to maximize total net profit and, in doing 
so, must consider not only the effect of changing volume and 


TABLE XXXVII 
NEIGHBORHOOD DIFFERENCES IN INCOMES—WILLING- 
NESS OF CONSUMERS TO PAY VARYING PRICE-PREMIUMS 
FOR A BETTER-QUALITY PRODUCT OVER PRICES OF COM- 
PETITIVE MEDIUM-QUALITY PRODUCTS 
(Based on Opinions of 771 Dealers) 








PERCENTAGE WILLING To 


Pasmsvus a Pay Eacsu Price 








Price PER Ls. 
(In Cents) 

A* B* ce > 
o Additional... .. ...] 100.0 100.0 100.0 100.0 
1 Additional......... 60.7 56.1 54.5 49.3 
2 Additional......... 57.1 52.8 49.8 42.8 
3 Additional... . 50.0 33-3 31.2 26.0 
4 Additional........ 39.3 18.3 15.8 11.7 
5 Additional...... ‘ 28.6 9-3 9.0 1.3 
6 Additional........ 14.3 3.2 2.8 0.0 
7 Additional. ..... <a Bee 1.6 °.9 0.0 
8 Additional. ....... 3.6 0.4 0.6 0.0 

















* A, B, C, and D denote groups of neighborhoods varying from high 
to low incomes. 
TABLE XXXVIII 
INDEPENDENT AND CHAIN STORES AND—WILLINGNESS 
OF CONSUMERS TO PAY VARYING PRICE-PREMIUMS FOR 
A BETTER-QUALITY PRODUCT OVER PRICES OF COM- 
PETITIVE MEDIUM-QUALITY PRODUCTS 
(Based on Opinions of 771 Dealers) 














PERCENTAGE WILLING To 
PREMIUMS IN Pay Eacn Price 
Price per Le. 
(In Cents) 
Independent Chain Food 
Food Stores Stores 
o Additional........... : 100.0 100.0 
ae : 59-9 27.4 
“0 Re ee 5s.$ 24.2 
3 Additional........ i 35.2 12.9 
RS SCOTT TET CT 18.3 6.4 
Serer ere 9.2 4.0 
| eee 3-5 °.8 
9 Additional. ........ are 1.6 0.8 
II. 6 84.000 dowawe 0.8 0.0 











prices upon total gross earnings but also the effects of possible 
volume changes upon fixed and variable expenses. In this, skill 
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and shrewdness manifest themselves in the adjustment of these 
interrelationships. Sometimes a new executive will reduce selling 
effort (and expense) substantially, suffer only a small reduction in 
volume, obtain higher prices for the quantity sold, and receive 
larger net profits by so doing. Under different circumstances, 
another executive may reduce prices and thereby set in motion a 
series of adjustments which may increase net profits. 

In endeavoring to maximize profit, a regional or national mar- 
keting organization which owns or controls wholesale or retail 
establishments, would be unwise to strive for uniform per capita 
or total volumes, uniform rates of expense or earnings, or uniform 
prices throughout all units of the system. Yet it has been argued 
that the greatest profits will be obtained if meats are distributed 
so evenly that prices for the same grades from one market to 
another are equal except for differences in transportation; and 
further, that supplies should be diverted from unprofitable re- 
gional units to those able to earn a profit. Obviously, the profits 
of the whole organization will not be the largest obtainable, under 
competitive conditions, unless every regional unit is earning its 
maximum. From the standpoint of prices, the proper policy 
should vary for different regional units as follows: (1) relatively 
high prices where fixed expense is comparatively low and demand 
is inelastic; (2) relatively low prices where fixed expense is com- 
paratively high and demand is very elastic; (3) average prices 
where both conditions are about average or where one condition 
ofisets the other. The foregoing three groups of cases would be 
subject to modification in the light of competitors’ price policies 
in each area. The average level of a product’s price might vary 
from one time to another, as in the case of farm products, and 
might affect the number of units falling in each of the first three 
groups at any given time. 

In addition to these considerations, a level-price policy would 
negate the effect of variations in size of city and in selling effort 
of various kinds upon gross margins. Presumably, also, the gross 
margins obtained from customers varying in size and type would 
be equal, although varying rates of income from them are neces- 
sary on account of the different expenses of serving them. Regard- 
less of their desirability in marketing many manufactured prod- 
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ucts, uniform or standard prices interfere with the full play of 
regional economic forces. 

Incentive plans, which offer salesmen certain inducements to 
exert extra effort, are sometimes ill considered because they set up 
tendencies which interfere with the attainment of the most profit- 
able combination of elements in each territory. A bonus for increas- 
ing total sales may cause a salesman to shift his effort to products 
which are easier to sell in large amounts. Awards for interviewing 
new dealers or obtaining orders from them may result in wasted 
time and losses on the numerous small retailers and the neglect of 
the relatively few large retailers who buy and sell profitable quan- 
tities. Generally, the more correct plan is to share the profits 
made by each salesman during a reasonable period of time after 
deducting his salary and other expenses. To the best of his ability 
the salesman will then allocate his effort to products and custom- 
ers in a manner more likely to maximize results in his territory. 
Furthermore, his motive will be in harmony with that of the sales 
manager, even though the latter may teach him how to attain the 
desired goal, and may offer him a temporary inducement to pro- 
mote the sales of a new product. 


In conclusion, whether each marketing unit be managed sepa- 
rately or as part of a wider system, maximum profits may be ob- 
tained only by the most skilful co-ordination of all elements of 
demand, expense, and volume. These elements vary in different 
regions, and an ideal combination of them which might be appli- 
cable under all circumstances is impossible to devise. In seeking 
profits, management must depend on its own ability to develop 
the combination most suited to the particular situation and must, 
therefore, be regarded as a separate influence upon the rates at 
which various products are sold to differently situated consumer 


groups. 
[To be continued] 


ERRATUM 


In the article by Mr. Cowan on “Sales Quota Determination”’ in the July, 
1935, Journal of Business, page 227, the third line from the bottom should 
read “‘sell 183, 333 units, representing 83 per cent increase, in order.” 
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